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Global REITs (as per EPRA/NAREIT Developed Rental Index Net TR, USD; “Benchmark”) closed the quarter 

down -28.67% (-9.15% in ZAR), underperforming global bonds (FTSE World Government Bond Index), US 

equities (S&P 500) and global equities (MSCI World Index) at +2.00%, -19.60% and -20.95%, respectively. 

By region, Hong Kong REITs performed the best closing -8.17% lower (see chart 1) followed by Singaporean 

REITs which achieved a -17.69% return. Australian and Canadian REITs were laggards, returning -41.95% 

and -31.83% respectively. The US 10-year bond yield started the year at 1.92%, dropping to an all-time low 

0.55% at the beginning of March before closing the quarter at 0.68%. Below is a chart showing regional 

performance for the first quarter.

CHART 01

Q1 REGIONAL REAL ESTATE EQUITIES PERFORMANCE

Source: Bloomberg, all returns in USD

The COVID-19 outbreak is severely damaging the global economy which was already weakened by trade wars, 

geo-political tensions, Brexit and various public protests. The virus has put an abrupt end to economic growth 

globally via supply and demand shocks. US jobless claims rose to 6.6 million, implying a 10% unemployment 

rate and GDP estimates for Q2 and Q3 range from -3% to -7%. Germany’s first quarter GDP fell 1.9% and 

officials have projected -4% for 2020. In Asia, Singapore’s advanced estimate showed a 2.2% decline in GDP 

with a similar -4% projected, driven by major declines in the services sector. A global recession is expected 

with a possible recovery only in Q4. 

In response, 59 central banks have cut rates to cushion the blow; the US Federal Reserve (Fed) cut rates by 

150bps and committed to buying treasuries and mortgage-backed securities with no limit, to avoid credit 

markets drying up. The European Central Bank announced additional asset purchases of ¤120 billion and a 

¤750 billion Pandemic Emergency Purchase Programme in addition to the existing asset purchase programme 

of ¤20 billion per month. The Bank of England reduced rates by 65bps and announced £200bn worth of 

quantitative easing (QE) and Bank of Japan agreed to purchase ETFs and J-REITs at annual pace of around 

¥12 trillion and about ¥180 billion, respectively. Governments have also introduced further measures to cushion 

individuals including rental guarantees (German residential), landlord tax rebates (Singapore), small business 

loans (US, Europe and UK) on condition that landlords do not evict tenants or pass on rent relief.

MARKET OVERVIEW
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Below is a chart illustrating the expected impact of the Covid-19 pandemic and ensuing global recession on 

each sector. 

CHART 02

SECTOR RISK IN A COVID-19 RECESSION 

Source: Green Street Advisors

Below we provide commentary on our take of the impact on our major sectors.

Sector Our view 

Retail Malls/Shopping centres with high exposure to discretionary spending (e.g. department 

stores, restaurants, apparel, movie theatres) could see arrears, bad debts and vacancies 

rise in the short term – they may also have to give a higher proportion of rent relief (1-3 

months expected). US and UK retailer store closures and bankruptcies could accelerate. 

Grocery anchored centres with pharmacies and discount retailers will be a more defensive. 
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Sector Our view 

Offices Offices are sensitive to economic cycles, but the impact of Covid-19 could be delayed 

as many governments are providing fiscal relief on condition tenants are not evicted or 

employees are not laid off for 6 months. Co-working (Softbank pulled out of bailing out 

WeWork) will be most affected as around 50% of members are on month-to-month terms. 

Our investment universe of offices has 1-3% exposure to co-working and even less exposure 

to WeWork. Venture capital backed start-ups could pull the plug on A grade offices (albeit 

small office plates) and development pipelines (largely pre-let) will be scaled back with 

Lab-space/Biotech offices being less affected. We expect a rise in vacancies as seen in 

Hong Kong (from 4% to 6% in 2 months) and 5-10% drop in rents in major cities.

Industrial Higher e-commerce penetration (particularly e-grocery) has seen even more demand 

for Industrial property in the short term. But, over the mid-term logistics earnings have 

a high correlation to GDP and we expect big-box warehouses to show a rise a cap rates 

and deceleration in rental growth. Industrial property is not immune from having to offer 

rent relief, as 3PL1 operators that operate on tight margins could see bankruptcies. Global 

industrial REIT Prologis stated that 24% of their tenants have asked for rent relief in March. 

Tenants supplying airline, hospitality or restaurants may not recover in the short term. 

Urban / last mile industrial warehouses have low <3% vacancies and will be more defensive 

as consumers continuously demand quicker delivery times.

Self-Storage Self-storage fundamentals have historically been driven by life events (disaster, divorces, 

downsizing & moving-house, urbanisation etc) vs. the economic cycles and we expect the 

same in this downturn. However, US self-storage is oversupplied (supply peaked in 2019 at 

6.3% of current stock) with better fundamentals seen in UK, Europe and Canada; that have 

lower levels of storage units per capita.

Residential The rental housing market occupancies could be relatively resilient, but, given recent 

short-term suspension of rental increases (Essex in California, Vonovia in Germany) rental 

growth could disappear over the next 3 months. Tenant retention has also risen, providing 

less opportunities to refurbish and hike rents for many German operators.  Governments 

have also offered relief to tenants on condition landlords suspend evictions with Germany 

taking the lead and offering to pay landlords directly. Medium term residential (apartments 

and SFRs) rents are linked to unemployment levels, wage and job growth and any sharp 

rise in job losses could see medium term growth numbers fall from 3-5% to -3%. Overall, 

the market should see less home buyers which could increase propensity to rent. Student 

accommodation REITs have stated that they may have to suspend dividends in order to 

assist universities as 2020 curriculums have been postponed/ shifted to online courses 

during the lockdown. The relative affordability of manufactured home rentals at an average 

of $997/month vs. apartment rentals at $1600/ month should keep demand stable.



Sector Our view 

Data Centres Data-centers and communications infrastructure falls into the category of ‘critical 

infrastructure’ so lockdowns have had no effect on rentals. The sector has seen increased 

demand for video conferencing applications; Microsoft Teams has seen a 12m increase is 

daily active users to a total of 44m in just 7 days, while Zoom users have risen 5% to 200m 

in 3 months. Video streaming (e.g. Netflix) and cloud computing demand has also risen.

Healthcare The senior housing (SH) sub sector is considered higher risk (higher mortality rate of the 

elderly) as occupancies trend lower and operational costs increase in the short-term. Q2 

2020 occupancy rates are expected to drop between 3-4% which will result in SS NOI 

of between -10% and -15%. Fundamentals on the other hand for medical office buildings 

(MOBs) and hospitals should remain strong but are not entirely unaffected as c.15% 2of 

tenants are asking for rent relief. Tenants have seen their most profitable elective surgeries 

(e.g. plastic surgery) being cancelled or postponed.

Hotels and Lodging Hotels are the most sensitive sector to Covid-19 lockdowns and a recession; US RevPAR’s 

fell 48.7% in March while occupancies fell to c.30% from 80% over the same period. In 

Singapore, occupancies have fallen below the SARS epidemic trough of 34% to 20%.  Hotel 

REIT EBITDA estimates for 2020 have been reduced 67% on average, which increases risk 

of debt covenant breaches.

Triple Net REITs Triple net REITs generally own single tenanted properties with long leases on a triple net 

basis (the tenant pays for all expenses of the property including real estate taxes, building 

insurance, and maintenance). The weighted average lease expiry ranges from 12-18 years 

which in previous downturns proved to be defensive. However, some REITs have exposure 

to at riskier businesses such as restaurants, theatres and gyms which make up c.15-21% of 

income. Realty Income, and Store Capital mentioned that most tenant conversations were 

focused on rent deferrals, not rent abatement but we believe bankruptcy risk is high. Net 

income growth is expected to drop by c1.5-2.5% for 2020 based on lower occupancy and 

higher bad debt expenses.

13PL – Third party logistics operators such as DHL, Khune & Nagel, XPO Logistics 
2Healthcare Realty REIT management feedback 
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WeWork, midtown Atlanta



Below are the full year and Q4 results for REITs held in the portfolio. In March many companies adjusted or 

cut their guidance notes to incorporate effects of the Covid-19 pandemic. 

Company Results Comment 

Alexandria 

Real Estate
US Lab/Life Science Office REIT ARE reported FFO growth of 5.4% and achieved SS NOI 

growth of 4.0% driven by rental growth of 21.7%. The company acquired 4 properties 

for $1bn and has a development pipeline of $2.2bn at a c.7% yield. Net debt to EBITDA 

remained flat at 5.7x with a weighted average interest rate of 3.9% with 94% of debt fixed. 

Equity Residential US apartment REIT EQR grew core FFO 8.3% and SS NOI was up 3.2% with occupancies 

remaining high at 96.1%. The net debt to EBITDA ratio remained relatively flat at 5.2x with 

a weighted average interest rate of 4.0% with 84.7% of debt fixed.

Extra Space 

Storage
US self-storage REIT EXR reported core FFO growth of 4.1%. SS NOI was up 1.0% as revenue 

rose 2.5% while expenses were up 6.6%, with occupancies rising 70bps to 92.4%. Net debt 

to EBITDA ratio was at 5.7x at an average interest rate of 3.3% (78.7% fixed).

Healthpeak 

Properties
US healthcare REIT PEAK reported AFFO growth of 2.3%. SS NOI rose 3.6% driven by a 

5.3% increase in its life science segment. The development pipeline is $1.3bn at expected 

returns of 6-8%. Net debt-to-EBITDA fell 0.2x to 5.6x at an average interest rate 3.9%.

Host Hotels 

& Resorts
US hotel REIT HST reported -4.7% FFO growth. SS RevPAR3 growth was up 1.9% (1.7% US 

and 6.9% offshore). Occupancy remained flat at 76.5% with average room rates falling just 

8bps. Net debt to EBITDA ratio remained flat at 1.6x at a 3.8% cost of debt.

Invitation 

Homes
US SFR4 REIT INVH reported core FFO growth of 6.7% y/y in line with expectations. SS NOI 

grew 3.8%, driven by 4.3% SS Rev growth and 5.3% SS Exp growth. Blended rent increased 

3.4% and SS occupancy was down 50bps to 96.3%. Net debt to EBITDA decreased 0.5x to 

at 8.0x with a weighted average interest rate of 3.5% (97.6% fixed).

Prologis US industrial REIT PLD grew core FFO by 5.0% with cash SS NOI growth of 4.6%. PLD has 

a development pipeline of $4.2bn (32% built-to-suit) at a 6-8% yield. Net debt to EBITDA 

remained flat at 4.0x with a weighted average interest rate of 2.2% fixed for 7.8 years.

Simon Property 

Group
US mall REIT SPG grew FFO by 2.8% with SS NOI rising just 0.5% and vacancies rising 

80bps to 4.9%. Releasing spreads remained healthy at 14.4%. SPG has a development 

pipeline of $1.8bn at an 8% yield. Net debt to EBITDA stood at 5.2x at a 3.3% cost of debt 

(95.3% fixed). In February SPG offered to buy competitor Taubman for $3.6bn in cash.

Sun Communities US manufactured homes REIT SUI reported 6.8% core FFO growth and SS NOI was up 

7.6%. SS occupancy increased 2.2% to 98.4%. SUI acquired 3 communities for $371m. Debt 

to EBITDA stood at 5.5x at a 4.0% (94.7% fixed) cost of debt.

3RevPar – Revenue per average room rate 
4SFR – Single family residential 

GLOBAL REIT RESULTS  
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Company Results Comment 

Derwent London London office REIT Derwent grew NAV 4.8% to £39,58/share, 4.3% EPS growth and 10.1% 

dividend growth (50 pay-out ratio). Disposals were £182m, 6% above book, dropping LTV 

to 16.9%, at a 3.5% cost of debt fixed for 7.8 years. The development pipeline is 73,420sqm, 

72% pre-let.

Segro Plc UK/Europe industrial REIT Segro delivered 10% EPRA Eps growth, 10.1% dividend growth 

(85% pay-out ratio) and 8.9% NAV growth to 708p. LFL5 rent grew 4.7% with LTV falling 

5% to 24% at a 1.7% cost of debt and fixed for 10 years. Segro’s development pipeline is 876 

000sqm, 92% pre-let mainly in Germany and France. No guidance given for 2020.

WDP European industrial REIT WDP grew EPRA EPS by 8% driven by 1.4% LFL growth, ¤105m 

in net acquisitions and completed developments. LTV fell 5% to 45% at a 2.2% cost of 

debt for 4.2 years. WDP has a ¤550m fully pre-let development pipeline at a 7.2% yield. 

Management has guided 7.5% EPS growth for 2020 and 6% p.a. for the next three years. 

Immobiliare Colonial Paris, Barcelona and Madrid office landlord Colonial delivered 23% EPS, 10% dividend (80% 

pay-out ratio) and 14% NAV growth to ¤11.46. LFL NOI grew 4% with releasing spreads 

of 14%. LTV stood at 36% at a 1.6% cost of debt fixed for 7 years. Colonial has a ¤1.3bn 

development pipeline (25% pre-let) at a 6.6% yield. 4% LFL growth was guided for 2020.

Vonovia German residential company Vonovia grew FFO/share by 3.2% driven by 3.9% LFL rental 

growth. NAV grew 15.7% to ¤51.90/share with LTV at 43% and a 1.5% cost of debt fixed for 7.9 

years. The company developed 1 301 units with a 40 000-unit pipeline. Guidance is for 6.7% 

FFO growth for FY20 and LFL rent from 4% to 3.5-4% with a 70% dividend pay-out ratio.

Ascendas REIT Due to a dilutive rights issue Singapore business park/ industrial REIT Ascendas showed 

-3.3% DPU growth. AREIT acquired S$1.8bn in assets (including S$1.3bn in US business 

parks) at a 6.4% yield. LTV stood at 35.1%, fixed for 3.6 years at a 2.9% cost of debt. 

Guidance is for flat rents for 2020.

Nippon Prologis Japanese industrial REIT NPN Prologis grew DPU by 1.6% driven by 0.9% LFL rent growth. 

LTV at 37.7%, 96% fixed at a 0.6% cost of debt for 5.1 years. NPN Prologis acquired three 

warehouses for ¥59bn at a 4.5% yield. Full year guidance is for 4% DPU growth keeping 

the 77-78% pay-out ratio.

Dexus A-REIT DXS reported 1.9% FFO growth driven by 8.9% and 3.5% LFL growth in office and 

industrial sectors respectively. NAV grew 5.9% to A$11.10/share with LTV at 25.5% at a 

3.5% cost of debt fixed for 7.4 years. Management has a A$1.5bn pipeline and guided 5.5% 

dividend growth for FY20.

5LFL – like-on-like net income growth. Same measure as SSNOI which is same-store net operating income growth
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US REITs starting to price in GFC-type rent declines: With uncertainty about the full impact COVID-19 

on REIT earnings, the market has priced in a recession in 2020 and rise in unemployment to c.10%. Office 

vacancies have remained high at 14.1% in the economic expansion and Q1 saw take up drop 20.8% to 4.2m 

sqm despite rents rising 0.6%. New York saw the weakest quarter in 25 years as take up fell 47% and rents 

rose to 7.7%. West coast markets (San Fran, Los Angeles and Seattle at 6.3%, 12.7% and 10.2% respectively) 

saw moderate drops in take up as demand from the tech and media sectors remained robust. Rents fell 

13.4% in the Dot.com crash of 2002 and 12.8% in the GFC of 2008/9 and it would be reasonable to expect 

a similar or worse decline, as jobs are lost. With occupancies at ~96%, multifamily REITs will likely weather 

the storm better than most sectors, but we expect top line rental growth to mirror the 2008 GFC in region 

of -2-4% for 2020. According to the National Multifamily Housing Council, landlords collected 69% of rents 

by 7 April, versus a normalised level of 81%. Most REITs are providing a moratorium on rental hikes for the 

next 90 days which will impact SSNOI. Furthermore, SFR REIT American homes 4 rent reported that 86% 

of rent was collected by 7 April, vs. a normalised 90%. Industrial REIT SS NOI fell 2% in the last GFC but we 

expect them to be slightly more defensive this cycle given (1) structural tailwinds from e-commerce growth 

and acceleration in e-grocery (2) lower vacancies of 4.9% versus 6.5% in pre-GFC and (3) drastic pullback in 

short term warehouse deliveries.  The sector is not immune however, as tenants have asked for rent relief in 

March. Outside of groceries and pharmacies, many tenants have asked for rent relief from strip centre/mall 

REITs and rent deferral is likely to be the norm in Q2. We do expect a heightened level of bankruptcies in 

2020 with junk rated JC Penny, Nieman Marcus, J Crew and Ascena debt levels indicating near term default. 

Coupled with higher restaurant / small store closures we could see SS NOI fall c.10% in the retail sector, 

with potential downside as e-commerce takes more market share from brick-n-mortar retail. Within the 

healthcare sector MOBs and hospitals REIT earnings should be more stable than their senior housing focused 

peers. In the short-term self-storage will be more defensive and less sensitive to the economic cycle, but we 

caution that supply (6% of stock) is more elevated this cycle. 

HOW WE SEE THINGS  
GOING FORWARD 
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Below is a chart showing rental performance of major sectors in the recession of 2008/9.

CHART 03

RENTAL GROWTH OF MAJOR SECTORS DURING THE 2008/9 GFC

Source: Co-Star, Goldman Sachs

Valuations wise, US REITs have de-rated from a 5% premium to 22% discount to NAV (+28% for Datacentres 

and -5% to -59% P/NAV for all other sectors), reflecting a potential rise in cap rates and slow down in NOI 

growth. On an adjusted basis, the sector is now trading at a 5.2% yield which is a 450bps positive spread to 

US bonds. Relative to pre GFC LTVs at 60%, balance sheets are in much better shape at a comprehensive 

leverage LTV of 32% and average debt to EBITDA is ratio is 5.6x – providing more headroom to avoid covenant 

breaches as valuations decline. 

United Kingdom trying to cushion the blow for small business: UK GDP is estimated to fall 2.6% in 2020 

with downside risks should the lockdown be extended. The government announced business rates relief for 

tenants with annual turnover of £51,000 or less, and 100% tax relief for properties with rates of up to £12,000 

per annum, and between 0-100% relief between £12,001-15,000. UK specialist retail REITs Intu, Hammerson 

and Capital & Regional received 29%, 37% and 50% (larger portion of non-discretionary retail) of rents 

respectively. Prior to the Covid-19 pandemic, the Centre of Retail Research projected 1,859 store closures 

this year from 2,050 in 2019. 
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In January, office vacancies were at 4.8% with central London rents expected to rise 1-4%. Cap rates were 

120bps above Paris and Frankfurt and were expected to fall as investment markets recovered, however, 

Covid-19 uncertainty is likely to scale back any bullish estimates. Co-working space, at 7% of total office 

space is likely to be the most impacted over the short term. Industrial REITs Segro and London Metric have 

collected 71% and 85% of Q2 rents in the first 5 days of April, indicating relatively strong tenants, in line 

with our estimate or relative defensiveness in the current cycle. Savills recorded significant new demand for 

warehouse space since 16 March, mainly from the major supermarkets, online retailers and pharmaceutical 

3PLs. The private rental scheme sector appears least affected as Grainger reported that 95% of rents were 

collected in March, with arrears falling to 1.4% (from normalised 2-2.5%) and LFL rents rising 3.4%. 

The “V” in LTV takes centre stage in Europe: LTVs in Europe are just under 40% which could be manageable. 

However, with credit spreads rising from 175bps (investment grade) to 465bps in just two months, higher 

leveraged REITs (such as malls at +50% LTV and higher tenant risk) could be at risk of breaching covenants 

in the short term. Operationally, retail centres have seen footfall drop c.80% on average and vacancies are 

expected to rise 500bps from the current c.5% as store closures accelerate and e-commerce gains market 

share, benefiting the industrial sector. Retail NOI is expected to fall to, 1.3% to -2.5% in 2020 – we see downside 

risk to this estimate. The A-grade office sector is in better shape with core markets such as central Paris, 

Berlin, Frankfurt, Amsterdam and Madrid all showing vacancies between 2-4%. Rental growth will likely fall 

drastically from 5-6% to 0-1% in 2020 as demand abates. German residential is possibly the most defensive, 

as vacancies are low at ~2.5%, tenant affordability is high at 23% of income (vs. c.30-33% across Europe) 

and the German government has provided rent guarantees to landlords on condition they avoid evictions. 

German rental controls have also kept company rental levels 18-20% below market. To cushion the potential 

blow, many EU governments have guaranteed to step-in for 70-90% of workers wages and loan guarantees. 

To protect landlords, Sweden has also offered a 25% rebate for any rent reduction of 50%. However, with a 

deep recession likely, valuations are likely to face the highest risk in the region. 

Hong Kong sales and tourism numbers collapse: Retail sales fell 44% in February and 32% for the first 2 

months of 2020. However, non-discretionary goods/groceries sales rose 11%. Hotel occupancies also fell to 

29% from 91% as tourist arrivals have fallen 96% (98% for mainland China tourists). Official figures surprisingly 

point to GDP growth in the region of -1.5% to 0.5% for the year, prolonging the recession that began in 2019. 

Office vacancies rose to 6.3% from 4.4% in January, with rents falling 2.2%. The Government expanded 

stimulus by introducing a 50% wage subsidy up to HK$9 000/employee for 6 months and employers cannot 

layoff any staff, a 20% reduction in MTRC (public transport) costs from 1 July and a 70% rent relief to tenants 

that occupancy government premises. Private landlords have offered 30-50% rent relief to tenants; a 50% cut 

in rental for the month of Feb will translate into a c.4% cut in retail revenues for the full year 20206 . However, 

HK REITs with mainland china exposure should outperform as the China begins reopening its economy; large 

cap Link REIT has stated that c.80% of its retail tenants in China have resumed trading. Valuation wise, HK 

REITs trade at a 5.1% dividend yield, a 428bps spread to the HK 10-year bond and a 40% discount to book 

value. Balance sheets remain solid with LTVs averaging 14.8%.
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Singapore – resilience in industrial while hotels take pain: Singapore’s advance Q1 GDP estimate saw a worse 

than expected 2.2% decline with -4% growth expected for 2020. The Singapore government announced 

closure of non-essential business for one month from 7 April to 4 May. Supermarkets, convenience stores, 

grocery retailers and wet markets will remain open. Hawker centres, food courts and restaurants will be 

available for takeaway and deliveries with in-dining prohibited. Landlords have been given up 100% tax 

rebates which they may have to pass onto tenants with no evictions for six months; any one month rent 

free period could imply 2-5% decline in distributions for the sector. Industrial REITs appear most defensive, 

although small businesses (30% of income) are at higher risk of bankruptcy. Offices could see market rents 

falling 5% in 2020 with those exposed to co-working seeing even deeper rent cuts. February retail sales fell 

10.2% with downside risk to Q2 numbers and mall REITs are likely to defer or provide rent relief to tenants 

for 1-3 months. Hotels have seen occupancies fall to 20%, lower than the trough of 34% during the SARS 

epidemic which will lead to a collapse in RevPAR’s. S-REIT payout ratios are 103% on average so DPU cuts 

are inevitable in 2020. However, balance sheets are in good shape with LTVs at 34%, 12% lower than pre-GFC 

levels with debt fixes at 3.8 years (2.2 years pre-GFC). REITs trade at a dividend yield of 6.7%, +1SD above the 

mean and 537bps spread to 10-year bonds.

JREITs back to NAV, but high gearing poses a risk: Office vacancies rose 10bps to 1.5% in March with rents 

growing 6.9% y/y. Due to a sharp rise in supply to 3.5% (of existing space from, 1.9% in 2019) vacancies are 

expected to rise to 4-5% by year end with rental growth decelerating to 2.5-3%. Industrial rents are likely to 

be flat given the drop in supply that started in 2019 amid strong e-commerce demand and modernisation of 

supply chains. Hotel occupancies and RevPAR growth could be to be worse than other regions given weak 

Chinese tourist arrivals and group cancellations as the 2020 Olympics have been postponed. J-REITs have 

de-rated from a 20% P/NAV to trading at a slight ~2% discount, reflecting uncertainty and poor expectations. 

Balance sheet LTVs are 43% which presents a possibly uncomfortable situation should cap rates rise to GFC 

peaks c.150bps higher. 

Conservative LTV will be a ‘cushion’ in the outback: The Australian retail sector expects to receive only 20% 

of rents between April and June placing earnings in a difficult position. Office fundamentals are expected 

to moderate from very strong levels but remain stable because of low vacancy rates (Sydney at 3.9% and 

Melbourne at 3.2%) and limited speculative supply. Office rental growth is expected to be 1-3% for 2020 

with downside risks to this as a global recession appears likely. A-REITs are at a low LTV of 26% which is 

significantly better than during the GFC when gearing reached 38%. Australian REITs trade at a forward 

dividend yield of 5.9%, a 500bps spread to 10-year bonds.

6Retail landlords to tide over difficult times together with their tenants, Goldman Sachs, 14 February 2020
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Copley Place, Boston

owned by Simon Property Group



Our view on balance sheets:

The global listed property universe has a relatively low average LTV of 33.9% (see below) and US Debt-to-

Ebidta levels are 5.8x with J-REITs being the most leveraged and A-REITs showing lower leverage levels. In 

addition, over the last 5 years many companies have both 1) Increased the length of and percentage of fixed 

debt to +5 years and +80% fixed, respectively, and 2) Diversified fund sources to a combination of asset 

backed and unsecured bank debt, corporate paper and corporate bonds.

CHART 04

GLOBAL REIT LOAN TO VALUE RATIOS

Source: Bloomberg, Sesfike Analysis, Company financials 

Our analysis shows that most debt covenants are breached when LTV levels breach 60%, or in the case of the 

US, Debt-to-Ebidta levels breach 10x. Our sensitivity analysis shows that debt covenants may be breached 

should property values decline by c.44%, which would imply a 420bps increase in cap rates from current 

levels of c.5.4%. In the GFC, cap rates rose 300bps from 5.9% at the beginning of 2008 to 8.9% at the trough 

in April 2009. We believe this a low probability outcome in the medium-term given:

• Lower rates for longer: The low interest rate environment will continue as key central banks have cut 

rates (US by 150bps, UK by 65bps, Australia by 75bps and Japan by 64bps) and introduced further 

monetary stimulus to support bank liquidity and credit availability.

• Dry powder in unlisted CRE funds: According to Preqin that tracks 856 private equity funds globally, 

there is approximately $262bn in unspent cash (“dry powder”) in unlisted commercial real estate (CRE) 

funds looking to deploy capital within the next 2-4 years. 

• Attractive Dividend-Bond yield spreads: At c.5% yield versus global bond yields of 0.4%, commercial 

real estate trades at a positive +460bps spread. We believe this is attractive and will likely result in 

additional flows into the sector as the ‘search for yield’ continues. 

• Relative size or “trophy asset” phenomenon”: At 12% of the global CRE market, global REITs form a 

small subset of the entire sector and do not necessarily represent all real estate. In addition, REITs hold 

the ‘trophy’ or key core A grade assets that have lower tenant risk and are likely to attract institutional 

capital leading to lower property value declines 
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Our view on valuations: 

In summary Global REITs posted USD total returns of -29% in Q1, underperforming bonds and world equities. 

We expect a global recession in 2020 and an elevated level of bankruptcies and store closures and have 

consequently scaled back dividend growth estimates from +5% to +0-1% as we cut back earnings by 15% 

assuming a 3-month lockdown. Given a 72% pre-Covid19 pay-out ratio for the sector, dividends appear 

relatively safe on average except in global hotels and retail sectors, and in Singapore where pay-out ratios 

averaged 103%. The chart below illustrates the dividend yield spread between global REITs and global bonds. 

CHART 05

GLOBAL DIVIDEND YIELD TO GLOBAL BOND YIELD SPREAD

Source: Bloomberg, Sesfikile Analysis

As shown in Chart 5 above the global REIT sector has de-rated considerably from a forward dividend yield 

of 3.8% in Dec 2019 to an adjusted 4.8% yield if we cut back 2020 earnings by 15% across our investment 

universe. REITs now trade at an adjusted 440bps positive dividend yield spread to bonds vs a long-term 

average of 100bps in line with the previous trough of March 2009 at 448bps. Balance sheet LTVs are at 34%, 

implying values need to fall 44% before we see covenants being breached – more conservative leverage 

as compared to the period before the 2008 global financial crisis. We expect an elevated level of store 

closures and bankruptcies especially in the restaurant and apparel sectors, and businesses most sensitive 

to the international tourism sectors. Central banks have played an important role in avoiding a credit crunch 

in the short term, but credit spreads could remain elevated which will raise the cost of capital across the 

board, making previously marginal business across all sectors even more vulnerably. Lastly, until there is 

vaccination for Covid-19 (expected to be 12 months away) we expect low consumer confidence which is likely 

to prolong any economic downturn. Putting these factors together we still believe global REIT valuations are 

very attractive and a double-digit positive return outlook seems reasonable.
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