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

up +10.23% (+7.62% in ZAR), outperforming global bonds (FTSE World Government Bond Index) which 

achieved returns of +2.04% but underperformed US equities (S&P 500) and global equities (MSCI World 

Index) at total returns of +20.54% and +19.57%, respectively. By region, Australian REITs finished tops, closing 

+32.00% higher (see chart 1) where laggards include Hong Kong and Japanese REITs at -2.12% and +4.08% 

respectively.

CHART 01

Q2 REGIONAL REAL ESTATE EQUITIES PERFORMANCE

Source: Bloomberg, all returns in USD

Looking at a c.+20% return in global equities in Q2 (and up 39% since 23 March lows) one would have to be 

reminded that we are going through a global pandemic that has led to a more rapid economic contraction 

than the 2008/9 global financial crisis. Initial forecasts suggest that real GDP in the UK, Eurozone and US is 

expected to contract by -18.2%; -14.7% and -10.4% y/y in Q2, respectively. Q2 real GDP for Australia, Japan and 

Hong Kong is expected to perform relatively better, contracting between 7-9%. However, investors appear 

to be ignoring this and have focussed on the reopening of economies, fiscal and monetary support and an 

eventual ‘V or U-shaped’ recovery. 

During Q2 the Fed announced further monetary and fiscal stimulus. In addition to buying treasuries and 

mortgage-backed securities, the Fed announced that it would purchase corporate debt via exchange-traded 

funds (ETFs) and individual corporate bonds to support market liquidity and protect employees of these 

larger firms. Furthermore, in addition to the $2tn Coronavirus Aid, Relief, and Economic Security (CARES) act 

congress passed another fiscal stimulus package of $500bn (Paycheck Protection Program) and is expected 

to deliver an extension of c.$1tn to the CARES act. The European Central Bank also announced a ¤600bn 

extension to the initial ¤750bn Pandemic Emergency Purchase Programme (PEPP). As central banks compete 

to provide stimulus, some economies (California, Texas, Florida, Singapore and Hong Kong) are reinstating 

lockdowns, eroding confidence and economic activity as we wait and race towards a vaccine. 

MARKET OVERVIEW
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“There are decades where nothing happens, and there are  

weeks when decades happen” 

~ Vladimir Lenin ~

The Covid-19 pandemic has accelerated certain structural trends like e-commerce, e-grocery and demand 

for technology infrastructure (data centres and towers) while the pre-Covid19 trends of densification, 

urbanisation and co-living/working may be slowed down to a ‘new normal’. 

Sector Our view 

Industrial: 

Online acceleration 

and “Just-in-time” 

moves to “Just-in-

case”

The outbreak of the virus and subsequent lockdowns have ‘forced’ more people to 

shop online, accelerating the structural trend towards e-commerce. This is evident in 

the UK, where online sales (as % of total retail sales) grew from 7% to 19% over 10 years, 

and from 19% to 30% in just 8 weeks. In the US, online sales accounted for 18% of total 

sales in Q2, from 11% in Q1. Retailers Walmart and Target saw online sales grow 74% 

and 141% y/y in Q1. The Pandemic also resulted in supply chain disruptions as countries 

exercised different levels of lockdown rules; prompting companies to diversify product 

sources, restructure supply chains, and develop contingency plans that may see 5-10% 

higher inventory levels, “just in case”. According to Prologis, the combined e-commerce 

acceleration and ‘increased inventory’ could increase net demand for US industrial 

property by 26-56m sqm over the next 2-3 years. On the other hand, we have seen 

accelerated store closures and profit warnings from major retailers with UK REIT Intu 

Properties being the first major REIT to file for bankruptcy post Covid-19 lockdowns.   

Office: 

Is Work-from-Home 

here to stay?

Despite 80-90% rental collection rates, lockdowns have forced c.73% of office workers 

to work-from-home (WFH). Plus, a recent survey of 4 500 participants noted that 

c.50% of US/European workers may choose WFH 1-2 days  per week. This poses a 

significant headwind for offices in the long term as reletting risk increases as leases 

expire - simply put, we may not need as much office space as before. However, there 

are a few counter forces that could slow-down the rise in vacancies: de-densification 

(a gradual rise in office user per sqm) and softer issues such as team building, bonding, 

relationships, talent mentoring, corporate culture building, efficiency, management 

oversight, creative collaboration. Social distancing guidelines have made highly 

dense, large, open-plan offices less desirable – possibly slowing down the trend that 

saw UK office space per user fall from 11.8sqm to 9.6sqm in 10 years to 2018. Other 

considerations include a move from one central office, to several locations in a ‘hub and 

spoke’ solution between CBDs and suburbia.   

ACCELERATION OF  
STRUCTURAL TRENDS
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Residential: 

Location premiums 

shift & de-

urbanization

Excluding student accommodation, residential property has shown collection rates 

of 95-100% globally in Q2. Going forward, we may see a bifurcation in demand for 

different types of residential (apartments vs. single family homes) and locations (CBD 

vs. suburban). Social distancing and increased WFH may result in higher demand for 

single-family homes (SFR) vs. CBD apartments as shown in record high occupancy, 

retention rates and strong rental growth in recent company updates. SFR REITs typically 

have dual-income households with rent coverage ratios of 4-5x vs. 3-5x in apartments, 

and as such the SFR sector may be one of the few beneficiaries of the pandemic. 

Chelsea Bridges apartments, London
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Kempen European Real Estate conference: In the final week of May, the team attended the first virtual 

version of the Kempen European Real Estate conference and met some 28 companies over two days. A strong 

showing was delivered by UK, German, Swedish and Finnish residential names as guidance was maintained 

and rental collection was well within >95% norms (100% in some cases). Industrial REITs also continued to 

give guidance, al beit in some cases reduced, with UK names even more bullish as e-commerce penetration 

soured from 19% to 30% in two months. Office collections (in the 90% levels) and earnings remained defensive 

with only a handful of companies expecting rentals to decline and development pipelines to be reduced – 

despite guiding that we were in for a severe recession in Europe! Spanish companies appeared more realistic 

as a massive reduction in tourism has a more significant impact on their economy. In retail, collections were 

in the range of 35-45% with many REITs noting that footfall would drop significantly but most stores would 

be open by mid-June: Hammerson pointed that 85% of malls could be open by 15 June while pan European 

Unibail-Rodamco-Westfield stated that 65 of 90 malls were already open. M&A also got back on the table as 

German apartment company LEG initiated talks to buy TAG (but later cancelled talks), and CapCo acquired 

a 26% stake in central London focused REIT Shaftesbury. 

 

NAREIT US REITweek conference: This June’s US REIT conference (“REITWeek”) also went virtual and the 

team attended over 30 company meetings. In many ways the Covid-19 induced lockdowns have accelerated 

structural shifts in consumer patterns, and as one REIT put it “five years of e-commerce growth has 

happened in five weeks”. The significant increase in e-commerce penetration rates (especially e-grocery), 

de-urbanization or the movement from high density, high cost, multifamily living situations into suburban 

single-family home lifestyles and working-from-home (WFH) has resulted in strong demand for industrial, 

single family housing and data centers, respectively. Rental collections improved in May from April; industrial 

achieved >85%, single-family residential sector collected >96% in May with 3-4% rental renewal rates y/y 

for the month. Office sector consensus was that co-working models posed the highest risk, and that WFH 

could result in a net 10% reduction in office demand as more workers WFH, but office densities increase.  

The hospitality sector experienced the steepest decline in revenue per available room (RevPAR) rates on 

record in April at -80% compared to the global financial crisis (GFC) where RevPAR’s were only down c.20%. 

The difficult environment for the retail sector is expected to persist especially as more retailers apply for 

bankruptcy protection and close stores with an expectation that c.25 000 stores will close in the US in 2020. 

JC Penny (3 000 stores) and Brooks Brothers (250 stores) were the latest significant retailers to file for 

chapter 11 bankruptcy over the quarter.  

REAL ESTATE  
CONFERENCE FEEDBACK
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Pavilion Road, London
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Company Results Comment 

Alexandria Real 
Estate

US Lab/Life Science Office REIT ARE reported 6.4% FFO1 and 6.1% SS NOI 2growth. Net 

debt to EBITDA rose to 6.0x with an average interest rate of 3.9% with 97% of debt fixed. 

Collections for April/May were 99%. Management issued new FY20 FFO guidance of 

$7.30, SS NOI of 5.5% and cash releasing spreads of 15.5%. 

Essex Property 
Trust

US apartment REIT ESS grew core FFO by 7.7% and SS NOI by 3.9%. Net debt to EBITDA 

rose to 5.9x with at an average interest rate of 3.6% with 85.9% of debt fixed. Rental cash 

collections for April and May were 95% and 96%, respectively, with May delinquencies as a 

percentage of scheduled rent at 4.1%.

Extra Space 
Storage

US self-storage REIT EXR reported FFO growth of 6.9%. SS NOI growth was up 1.2% with 

occupancies dropping 10bps to 91.3%. Net debt to EBITDA stood at 5.7x with at an average 

interest rate of 3.1%. EXR collected c93.0% of rents for April/ May.

Healthpeak 
Properties

US healthcare REIT PEAK reported AFFO growth of 2.3%. SS NOI rose 2.0% driven by 

a 3.1% increase in its life science segment. The development pipeline is $1.0bn (51% pre-

leased) at expected returns of 6-8%. Net debt-to-EBITDA fell to 4.8x with a 3.9% cost of 

debt. The senior housing operating portfolio (SHOP) experienced a 300bps decline in 

occupancy in April due to significantly lower move-in volumes and elevated involuntary 

move-outs. PEAK collected 96% and 94% of April and May rentals, respectively.

Host Hotels & 
Resorts

US hotel REIT HST reported -52.1% FFO growth. SS RevPAR3 growth was down -21.0% 

(-21.0% US and -19.9% offshore). Occupancy dropped 17% y/y to 58.9% with average room 

rates falling 1.2%. Net debt to EBITDA stood at 2.0x with a 3.1% cost of debt. The average 

occupancy in April was 7% with RevPAR falling 96%. As of May, 35 hotels were closed and 

45 have opened at reduced capacity. 

Invitation Homes US SFR4 REIT INVH reported core FFO growth of 5.1% y/y. SS NOI grew 4.0%, driven by 4.5% 

SS Rev growth and 5.3% SS Exp growth. Blended rent increased 3.4% and SS occupancy 

was up 20bps to 96.7%. Net debt to EBITDA remained flat at 8.0x with a weighted average 

interest rate of 3.5% (95.2% fixed). The company collected 95% and 97% of rentals for April 

and May, respectively. 

GLOBAL REIT RESULTS  
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Prologis US industrial REIT PLD grew core FFO by 13.7% and cash SS NOI by 4.6%. PLD has a 

development pipeline of $3.6bn (30% built-to-suit) at a 6-8% yield. Net debt to EBITDA 

rose to 4.2x with a weighted average interest rate of 2.3% fixed for 9.1 years. Management 

revised 2020 FFO guidance to $3.60 and SS NOI of between 1.75% - 3.25%. PLD collected 

96% and 92% of April and May rental, respectively, which excludes the impact of rent 

deferrals granted for April (1.9%) and May (2.9%).

Simon Property 
Group

US large mall REIT SPG reported a -8.6% drop in FFO with flat (0%) SS NOI growth. 

Occupancy dropped 1.1% y/y to 94.0% and releasing spreads were up 4.6%. SPG has 

a development pipeline of $673m at an 8% yield. Net debt to EBITDA was up 0.2x to 

5.4x with a 3.1% cost of debt (85.0% fixed). In February SPG offered to buy competitor 

Taubman for $3.6bn in cash, however on 10 June SPG terminated the acquisition, stating 

that the coronavirus and associated government shutdowns had a “uniquely material and 

disproportionate effect on Taubman” compared to its peers.

8     Sesfikile Capital

1   FFO – Funds from Operations

2   SS NOI – Same store net operating income / Like on like net income growth

3   RevPar – Revenue per average room rate 

4   SFR – Single family residential 

Law district, City of London
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Company Results Comment 

Aroundtown German diversified property company AT grew Q1 FFO by 8.6% and SS NOI for 3.7%.  LTV 

stood at 36%, 95% fixed at 1.6% for 6.4 years. Rental collections were 90% in April/May in 

all sectors except hotels where 66% of hotels by NOI have opened. AT withdrew guidance 

and sold ¤190m in retail assets. Deputy CEO Andrew Wallis also resigned in June following 

the merger with TLG.  

Deutsche Wohnen Berlin residential property company DWNI saw its FFO fall 2% due to ¤22.7m in disposals. 

SS NOI rose 2.3% with NAV growing 2% to ¤47.84/share. LTV stood at 38%, 89% fixed for 

7.3 years at 1.3%. Management maintained flat FFO guidance and 1% SS NOI as 100% of rent 

was collected during the Covid-19 lockdowns. ¤30m has been set aside to support tenants 

that do not qualify for government support.

Keppel KDC REIT Asia Pacific/EU datacenter REIT KDC reported 8.6% DPU growth for Q1 and 0.9% NAV 

growth. KDC acquired Keppel DC Dublin 1 and Kelsterbach DC (Germany) taking the LTV 

to 32.2%, 77% fixed at 1.7% for 3.6 years. Management has guided that demand is expected 

to hold up, and that they expect higher data traffic as well as accelerated pace of cloud and 

technological adoption driven by WFH.  

LEG Immobilien North Rhine-Westphalia residential property company LEG grew FFO by 10.7% and SS NOI 

by 2.8%. The company halted all acquisitions and a possible takeover of TAG Immobilien, 

thereby keeping the LTV at 38%, 80% fixed at 1.4% for 8.1 years. Management stated that 

Covid-19 has had minimal impact on operations and guidance is maintained at 10% FFO 

growth for 2020. 

Land Securities Office, retail and leisure UK REIT LAND reported a drop of 6.4% in EPS, 1% drop in SS NOI and 

49% drop in dividends. NAV fell 11.8% as portfolio values fell 8.8%, including at 20.5% drop 

in retail values. The REIT reported rental collections of 89% in offices (c.10% utilisation rates) 

and 38% in retail with 94 units under administration. LTV stood 30.7%, fixed for 8.9 years  

at 1.8%. 

London Metric 

Properties 
UK Industrial/long income REIT LMP grew EPS by 6%, SS NOI by 3.8% and dividends by 

1%. The group acquired £614m of properties at 5.6% and disposed of £179m in assets at 

5.4% yield. LMP collected 93% of rents in May, with the pro-forma LTV at 31%, 67% fixed for 

4.7 years. The current pipeline consists of 8 projects at £111m at yields between 4.7-7.3%. 
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Link REIT Hong Kong retail REIT Link delivered 5.9% dividend and 6.3% SS NOI growth. NAV fell 13% 

to HK$77.61/share as property values fell 12%. LTV stood at 16.7% with 56% of debt fixed for 

4 years. Due to protests and Covid19 related lockdowns tenant sales (64% necessity/food 

related) fell 1.7%, far better than HK wide sales of “19.1%”. Management cut DPU guidance 

to 4.7% for 2021 and stated that they were starting to see negative rent reversions in retail 

while cancelling any hikes in car park income.  

Mitsubishi Estate Japanese office/residential developer Mitsubishi grew profits by 5% and EPS by 12%. 

Management declared a ¥25 dividend, 24% lower than FY19 and has set aside ¥90bn for 

acquisitions. The company has guided that Debt/Ebidta would rise from 6.1x to 7.9x over 

the next 12 months due to lower income from hotels or residential sales, coupled with 

higher indebtedness from acquisitions. 

Mirvac Diversified A-REIT Mirvac declared a 3cpu dividend for FY20 which is 50% lower than 

guidance of 6.1cpu. Valuations also fell 2.8% driven by the retail sector at 9.9% and +0.4% 

and +1.4% in office and industrial, respectively. Management stated that they have A$1.3bn 

in liquidity and $200m expiring in the next 12 months, with LTV at 21%. 

Battersea Power Station residential development, London
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US REITs see widening bifurcation between sectors: US REITs have recorded a -18.5% total return (USD) 

in H1 where we have seen a wide variation in operational performance between sectors. As different states 

take different approaches to lockdowns (e.g. Texas/Florida/California closing again) we expect to see wide 

bifurcation to persist going forward. Below we show April/May rental collection rates: 

CHART 02

APRIL/MAY RENTAL COLLECTION RATES  

Source: Company announcements, Sesfikile Analysis

Q1 office vacancies rose 10bps to 11.5% (10.3% in CBDs, 12.2% in suburbs) and rents rose 0.4%. Key gateway 

cities NYC (7.5%), Seattle (6.8% lowest vacancy market) and the Bay Area (San Diego, San Francisco, Orlando 

at 7%) have lower vacancies but also the lion’s share of supply at 3.4% of existing stock. Although San 

Francisco has been buoyed by demand from big-tech companies, vacancies rose 210bps to 8.8% between 

Q1 and May – so complacency is perilous. Further, due to over-building, de-urbanisation and WFH impacts 

on demand NYC shows the highest short-term risk where rents could fall by 10-20% over 12 months. Life-

science/Biotech remains the ‘sweet spot’ where we have seen increased IPO/ venture capital activity, plus 

around $10bn in additional government spending in the sector. Hotel occupancies have started to recover 

(from 24.9% in May to 33.1% in June) as economies have re-opened with most demand coming from the 

leisure sector. Malls appear severely impacted; rental collection rates have averaged 32%, funding remains 

largely unavailable, investor appetite is low, and estimates are for up to 25 000 in store closures in 2020 (vs. 

c.9 300 in 2019). Investors highlight that ‘price discovery is the name of the game’, where it could take 3 years 

for investors to be comfortable with a new base of sustainable NOI. Retailers GAP, Footlocker, Sephora and 

other restaurant chains have stated they will be strategically exiting malls in favour of strip centres with open 

air areas, further weakening landlord positions. 

HOW WE SEE THINGS  
GOING FORWARD 
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With Intu folding in the UK, the risk is on C-mall REITs such as CBL & Associates. Other A mall operators 

Macerich and Taubman have leverage ratios of 74% and 63%, respectively, increasing bankruptcy risk. 

Industrial rents rose 8.8% y/y in Q1 with vacancies rising 10bps to 5.2%. Importantly e-commerce demand 

made up 53% of take-up with pre-leasing rising to 43% despite Covid-19 related lockdowns. Going forward, 

we are seeing higher levels of strain (lower collections, higher discounting) among smaller ‘last mile’ tenants 

and improved relative performance from inland markets vs. coastal gateway cities. 

More pain in the UK, and let’s not forget about Brexit: With pre-existing structural trends being accelerated 

(online sales now 30% from 19.2%) we expect higher CVAs and store closures which could see mall values 

falling another 20-50bps from current levels driven by 10-15% drop in rents while cap rates rise 25-50%. Intu 

Properties’ bankruptcy and ensuing asset disposal process may see REIT mall portfolios repricing sooner. The 

industrial sector saw take-up rise to 58m sqm in Q1, with online consisting of 34% of demand, compressing 

vacancies to 5.3%. The office sector has seen flat rents for the last 3 years, and with vacancies up 50bps to 

4.5%, may be in better shape, but by no means immune to a weaker economic performance. Although less 

visible in the news-cycle, BREXIT is now 6 months away and talks with the EU are currently in deadlock mode, 

heightening the probability of a ‘no deal’ exit.

Europe – gaps widen between member states: Scandinavian countries largely enacted no or limited lockdowns 

and have seen lower levels of infections vs. expectations, leading to better economic performance. Richer 

economies Germany and France also have shown great fiscal support for businesses and individuals, leading 

to lower levels of economic disruption that has resulted in high +80-100% collection rates for residential 

and office sectors. Outside of hotels, we have not seen any significant drops in demand or rentals and could 

see only modest outward shifts in cap rates in 2020. France has committed to give economic support to 

business/individuals workers until 2022. On the other hand, Spain is set to see a rise in unemployment and 

lower consumption as the tourism sector (14.6% of GDP) will likely take long to recover. Despite EU support, 

malls will not go unscathed with UBS forecasting a 35% drop in values (driven by -10% rental growth and 

higher cap rates) over the next 24-36 months. With 8-10% department store exposure (vs. 45% in US, 38% in 

UK) EU malls may be able to repurpose vacant spaces quicker. Industrial assets have continued to see strong 

e-commerce led demand, but we continue to see ‘pedestrian’ CPI linked SS NOI growth of 0-2%. 

Hong Kong’s viability as an investment destination comes into question: Following opening up in Q2, the 

HK government tightened lockdown rules effective 15 July which includes no dine-in service at F&B from 

6pm to 5am. This is new as HK had not restricted dine-in service before. Furthermore, public gatherings 

have been limited to 4 from 50, and 12 types of entertainment facilities (e.g., cinemas, gyms, beauty centers, 

etc.) are closed for 7 days tentatively. Retail sales have continued to contract, down 43%, 36% and 33% from 

March through May. Mainland China tourists are also required to quarantine for 14 days, thus further curbing 

tourism/luxury retail. 

12     Sesfikile Capital
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Office rents have fallen 6% year-to-date with vacancies rising from 5.4% in 2019 to 6.9% where foreign 

tenant demand falling 42% in Q2. Office rents could fall c.20% in 2020 in-line with the 2003 Severe Acute 

Respiratory Syndrome (SARS) epidemic. Lastly in addition, on 30 June China has passed a wide-ranging 

new security law for Hong Kong which makes it easier to punish protesters and reduce the city’s autonomy, 

further diminishing its attractiveness to international investors.

Japan - can low vacancies cushion the blow from waning demand? Central Tokyo (5 wards) vacancies rose 

33bps to 1.97% in June with rents rising 4.9%. Despite WFH posing concerns for office demand, Tokyo may 

be less affected given the low starting base for vacancies. Approximately 0.9m sqm are expected to be 

delivered in 2020 which could see vacancies rising another 150-200bps over the next two years, and rental 

growth decelerating to 1-2% for grade A space. Despite the ‘state of emergency’ being lifted in May, hotel 

occupancies have continued to fall, now at 12.8% due to a combination of elevated supply (post Rugby World 

Cup and prior to delayed Olympics) which may see negative EBITDA in many J-REITs for all of 2020.  

Sydney/Melbourne offices join the ‘worry watchlist’: Despite low unemployment and vacancies, Syd/Melb 

offices could see rents fall 15-25% over the next 12 months as 74% of companies surveyed state that they will 

likely implement WFH measures. The rise in e-commerce, relative oversupply in retail, coupled with relatively 

high SME5 exposure of 31% (vs. 14% in office and 8% in industrial) could see a faster rise in vacancies. Retail 

cashflows will also be under pressure as companies set aside more for business relief. At a 49% discount to 

NAV for retail A-REITs, prices may be closer to reality as compared to valuations. The industrial sector has 

continued to see strong demand, as shown by 9 bidders for Aldi portfolio that recently sold to CharterHall 

Group and Allianz in a JV at A$648m and a record 4.6% yield. Smaller warehouse assets may still see higher 

tenant failure risk in the mid-term. The Australian government has committed A$120bn for Covid-19 relief, 

mainly aimed at consumers and the housing sector, resulting in a 77.6% leap in new home sales (from a May 

low) in June. 

 5 SME – Small and medium enterprises
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OUR VIEW  
ON VALUATIONS

In summary Global REITs posted a respectable +10.2% in the second quarter closing the first half 21.4% lower. 

We largely saw structural forces such as e-commerce growth, de-urbanisation and WFH, accelerate changes 

in fundamentals for different property types; Data-centres, Industrial and residential (mainly SFR and German 

apartments) appear to be early winners while hotels and malls continue to bear the brunt of lockdowns or 

changes in consumer patterns. Other sectors have surprised; as we have seen lower than expected rental 

collection rates in last mile warehouses with smaller tenants, or increased demand for grocery/pharmacy 

anchored strip centres that have seen cap rates compress. 

The short term is still very murky, as the economic impact of Covid-19 is being blunted by fiscal stimulus 

in US, UK, western Europe, Japan and Australia. Central banks such as the US Fed have also committed to 

‘do whatever it takes’ to ensure financial stability. The pressures of the US election should not be under-

estimated as President Trump is likely to push for extensions to the CARES6 Act, at least until the year 

end election. Therefore, we run the risk of mis-pricing assets that may be artificially propped up in the 

short term. In property terms, the sustainable discount rate for a gym, restaurant or cinema has widened 

drastically when compared to a pharmacy, grocery store or other mission critical tenants. Other measures 

such as replacement cost or highest-and-best-use now have to be seriously considered for hotels or malls. 

On the other hand, we also run the risk of under-estimating the impact of the Fed and other central banks to 

continue providing economic stimulus. 

Below we illustrate the spread between the sector’s forward (reduced) dividend yield versus bonds. 

CHART 03

GLOBAL DIVIDEND YIELD TO GLOBAL BOND YIELD SPREAD  

 

Source: Bloomberg, Sesfikile Analysis 

6 The Coronavirus Aid, Relief, and Economic Security Act 
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As shown in Chart 3 on the overleaf, the current spread (DY- Bond yield) is c.3.8% vs. the 12-year average 

of 2.4%. Although this simple analysis makes the sector look cheap in comparison to history, we approach it 

with caution – we have not yet seen the full economic or earnings impact of the pandemic and we must be 

cognisant of other, less quantifiable risks such as rising political tensions between US and China, with Hong 

Kong being used as a proxy. The earnings portion will become clearer in the next wto months as companies 

report half year or Q2 results. The political rhetoric will only get louder as we move towards US elections. 

The global REIT sector trades at 4.2% forward yield, adjusted for a potential 15% cut in dividends (almost 

certain in malls, hotels, triple-net REITs, and other regions such as Singapore and Japan). Using pre-Covid19 

or FY19 dividends as a base level of 100 index points, we are pricing in a recovery from 85 (15% cut) to 90 

in 24 months, and potentially 4-5 years to return to 100. At 73%, pay-out ratios are still low on average, but 

these may rise even if dividends fall due to a slowdown in growth or reduction in earnings. Balance sheet debt 

is still reasonable at 34%, but we are pricing in a 15% drop in values over the next 12 months. Putting these 

variables together we expect total returns of 11-13% over the next 12 months in USD. 
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Westfield shopping centre, London
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Chartered Financial Analyst

12 years experience 

Anil Ramjee
Global REIT Analyst

Masters Property Studies (UCT), 

BEconSci, MCom EconSci (Wits)

8 years experience 

Nolwazi Maphalala
Team PA | Office Manager

Dip. Public Relations Management 

(TUT)

4 years experience 

Nalika Pema
Business Development Head

BCom. Finance and  

Economics (UKZN)

13 years experience 

Tintswalo Hlebela
Investment Operations Head

BSc. Mathematical Sciences 

(Wits), Bcom (Hons) 

Economics (UNISA)

12 years experience
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