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MARKET OVERVIEW
Global REITs (as per EPRA/NAREIT Developed Rental Index Net TR, USD; “Benchmark”) closed the quarter
up +2.43% (-1.65% in ZAR), underperforming global bonds (FTSE World Government Bond Index), global
equities (MSCI World Index) and US equities (S&P 500) that achieved total returns of +2.94%, +8.05% and
+8.93%, respectively. By region, Japanese REITs finished tops, closing +7.56% higher (see chart 1) followed by
Singapore REITs which achieved a +6.77% return. Hong Kong and Canadian REITs were laggards, returning
-0.80% and +0.48% respectively.
CHART 01

Q3 REGIONAL REAL ESTATE EQUITIES PERFORMANCE

Source: Bloomberg, all returns in USD

The Covid-19 pandemic resulted in most countries initiating lockdown restrictions in Q2, thus pushing the
global economy into a recession: Real GDP for developed economies dropped on average -23.1% in Q2 with
most countries reporting the largest quarterly contractions on record. Canada, the US, and UK performed the
worst reporting contractions of -38.7%, -31.4% and -19.8%, respectively. During Q3 we saw many economies
start to loosen restrictions or open-up, with many job markets and economic indicators starting to recover.
For instance, the J.P. Morgan Global Manufacturing PMI saw a remarkable V-shaped recovery from a low of
39.6 in March and rising 32% to 52.3 in September (PMI above 50 represents an expansion). However, the data
showed that the strong momentum heading into Q4 is slowing with 50% of the economies showing a drop in
their output indexes. Therefore, despite the impressive bounce back of global growth, a number of obstacles
including the fading of fiscal support in the US, a breakdown in Brexit negotiations and a resurgence of the
virus in Western Europe and parts of the US suggest that economies remain fragile and it will take time to
recover to pre-Covid levels.

In response, major central banks including the US Federal Reserve Bank have stated that they will keep
interest rates low “even if inflation breaches the 2% target for some time”. US interest rates are not expected
to rise for at least three years. We expect the ‘lower for longer’ scenario to persist into the medium term even
if inflation rates start to escalate.
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THE BEST DEFENCE
IS GOOD OFFENCE
By the end of Q3, the impact of the Covid-19 pandemic and associated lockdowns on global real estate
were becoming clearer. The ability to collect rental has become an important determinant of the share price
performance with defensive sectors such as data centres, German apartments, US single family residential
and industrial outperforming consumer sensitive sectors such as malls, shopping centres and hotels. Our
global real estate opportunity set consists of REITs located in eight different regions (US, Canada, UK,
Europe, Australia, Hong Kong, Japan, Singapore) and more than 16 different sectors. There has been is
significant sector bifurcation between the pandemic’s impact on fundamentals, earnings (cash flow and
growth), balance sheets and finally net asset values. It is in this degree of diversification and specialisation
that one can navigate the current recession whilst taking advantage of themes such as e-commerce, workfrom-home (WFH) or de-urbanisation.

The data centre and industrial sectors have benefited from the stay-at-home economy which has accelerated
growth in e-commerce and cloud computing – these structural shifts are expected to continue even post
a vaccine. Industrial REIT rent collections increased 1% to 98% in August. Prologis Research estimates US
online penetration of c.20% for 2020 (vs. 16.9% prior to Covid 19 forecasts) and vacancies remain low at 5.5%
with top tier locations below 3%, all leading to strong rental growth. The data-centre and industrial sectors
delivered YTD USD total returns of +23.8% and +15.3% respectively.

US single family residential (SFR) sector continues to benefit from demographic shifts and structural undersupply. In addition, WFH is creating incremental demand in suburbs as people leave congested cities for
free-standing homes. Occupancy rates reached a record high of c.98% and market rents grew c.7% y/y in
August. SFR REITs have outperformed the benchmark with a YTD total return of +0.15%. Operational and
share price performance in apartments was also bifurcated, with location being a key differentiator; German
apartments have collected c.100% of their rentals throughout the lockdowns driven by favourable demand/
supply dynamics (vacancies at c.2%) and government tenant support programs, resulting in total returns of
+26.9% YTD. In the US, de-densification led to sunbelt (Georgia, Texas etc) markets outperforming coastal
cities (New York, California) due to relative affordability, stronger employment growth and lower state taxes.
August 2020 coastal rent fell between -15% y/y for New York to -5% for Los Angeles while sunbelt rents fell
2.5% y/y. US sunbelt focused REITs have outperformed their coastal focussed peers by 19.6% YTD.

Despite poor sentiment, office rental collection rates continue to surprise at 80-96% in August. However, with
the sector down -23.7% year to date, investors appear to be concerned with the long-term fundamentals of
the sector which seem to be driven by fears of a recession, WFH and de-urbanisation. Savills U.S. released
a survey of 250 technology companies that found 82% anticipate needing less office space over the 12-18
months, and 55% plan to dispose of existing space over that time. For example, Microsoft has allowed its
150,000 employees to work from home indefinitely 2 .

Forbes: Microsoft Will Let Employees Work-From-Home Permanently: Report 9 October 2020
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Healthcare consists of senior housing facilities, hospitals, medical office buildings (MOBs) and skilled nursing
facilities (SNFs). Healthcare demand has been driven by the aging baby boomer demographic especially
in the US where the population of over 80-year olds is expected to grow by 4-5% annually between 2023
and 2030. Collection rates have been between 97-98% through August. The share price impact varies by
subsector with MOBs down -7.0% and senior housing focused REITs down -27.8% YTD. Senior housing has
seen the largest negative impact due to significantly lower move-ins and elevated involuntary move-outs.

With stores and restaurants forced to close, the retail (malls and shopping centres) sector has seen YTD
returns of -46.4% and -31.0%, respectively. Operations for both sectors have improved sequentially but
continue to lag other sectors. Rental collections in the mall sector improved from c.30% in Q2 to 67% in
July. Australian malls have started to collect over 80% of rents. Strip centres collected a higher proportion
of rentals throughout the pandemic (75% for Q2 increasing to 84% in August) due to a larger exposure to
essential trade such as grocers and pharmacies. That being said, around 25,000 store closures are expected
in the US alone over the medium term and deep 30-60% discounts to NAV appear appropriate.

Looking ahead, real estate will be separated into sectors with long term structural challenges (retail and
office), sectors that have experienced a temporary change in renter behaviour but are expected to bounce
back post the pandemic (healthcare and multifamily) and the sectors with continued tailwinds (data centres,
industrial and US single family residential).
CHART 02

Q3 RENTAL COLLECTION RATES BY SECTOR
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GLOBAL REIT RESULTS
Company

Results Comment

Alexandria Real
Estate

US Lab/Life Science Office REIT ARE reported 4.6% FFO and 2.5% SS NOI growth. Net
debt to EBITDA dropped to 5.8x, 94% fixed at an average cost of 3.91%. ARE collected
100% of Q2 rents and 99.3% for July. Management reaffirmed FY20 SS NOI guidance of
5.5% and cash releasing spreads of 15.5%.

Essex Property
Trust

US apartment REIT ESS reported core FFO growth of -5.1% and SS NOI fell -7.4%. Net debt
to EBITDA rose to 6.4x with at an average interest rate of 3.4% with 87.7% of debt fixed.
Rental cash collections for Q2, July and August were 96%, 97% and 98%, respectively, with
cash delinquencies as % of scheduled rent for Q2, July, and August at 4.3%; 2.7% and 2.5%,
respectively.

Extra Space
Storage

US self-storage REIT EXR reported FFO growth of 0.8%. SS NOI was down -4.6% driven by
a 2.1% drop in rental growth. Occupancies were up 100bps to 94.5%. Net debt to EBITDA
increased to 5.9x with at an average interest rate of 3.0%. As of 31 July, accounts receivable
less than 60 days have returned to historical levels, while accounts receivable greater than
60 days as a % of rental income is 3.25% higher than historical levels.

Host Hotels &
Resorts

US hotel REIT HST reported an AFFO loss per share of $0.26. SS RevPAR growth was
down -92.9% (-92.9% US and -91.9% offshore). Occupancy dropped -73.2 y/y to 8.8% with
average room rates falling -65.0%. Net debt to EBITDA stood at 4.6x with a 3.0% cost of
debt. As of 30 July, 64 of 80 hotels were open. Management noted that tentative bookings
were up 30% y/y, signifying potentially higher demand.

Invitation
Homes

US SFR REIT INVH reported core FFO growth of 9.4% y/y driven by SS NOI growth of
2.3%. Blended rent increased 3.3% and SS occupancy was up 170bps to 97.5%. Net debt to
EBITDA decreased slightly to 7.4x at a cost of 3.6%. The company collected 96% of rentals
for Q2 and 97% for July and August.

Prologis

US industrial REIT PLD grew core FFO by 14.3% and cash SS NOI by 2.9%. PLD has a
development pipeline of $3.7bn (30.4% built-to-suit) with an expected stabilised cap rate
of 4.7%. Net debt to EBITDA was at 4.2x at a cost of 2.3% fixed for 9.1 years. Management
revised 2020 FFO guidance to $3.73 and SS NOI of between 2.5%-3.5%. PLD collected
99%, 98% and 97% of Q2, July and August rentals, respectively, which excludes the impact
of rent deferrals granted for July and August.
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Simon Property
Group

US large mall REIT SPG reported a -29.0% drop in FFO with SS NOI growth falling -18.5%
for the Q. Occupancy dropped 1.5% y/y to 92.9% and releasing spreads decreased -0.4%.
SPG has a development pipeline of $444m (at share) with an expected stabilised yield of
8%. Net debt to EBITDA was up 0.4x to 5.8x with a 3.0% cost of debt (84.7% fixed). SPG
collected 57% and 73% of Q2 and July rents, respectively. Post the results SPG announced
that it will seek to terminate its pending $52.50/share all-cash acquisition of Taubman
(TCO). SPG is claiming it has the right to terminate the merger agreement as the Covid
pandemic has had a uniquely material and disproportionate effect on Taubman compared
with other participants in the retail real estate industry.

Zara Westfield shopping Centre, London
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Company

Results Comment

Derwent London

Central London office REIT DLN reported -4.8% EPRA EPS and -1.4% NAV growth.
Dividends rose 4.8% driven by 5% rental growth (1.5% on SS NOI) with 8.8% releasing
spreads. DLN reported that 78% of June rents were collected and completed 80 Charlotte
Street (Bain London HQ), acquired £41m in properties and sold two assets for £162m. LTV
stood at 17% at the interim period.

Dexus

Sydney/Melbourne office (80% of NOI) REIT DXS reported 1% FFO growth and 2.4% SS
NOI in office and -2.1% in the industrial portfolio. The fund’s management business grew
AUM 31% leading to 11% FFO growth. DXS reported that 98% of rents were collected during
Covid-19 lockdowns. LTV stood at 24% and management guided that they would pay 100%
of AFFO for the 2020 full year.

Nippon Prologis

Japanese A-class industrial REIT Nippon PLD grew DPU by 1.5% (vs. forecast of 0% growth)
and NAV by 0.9%. Nippon PLD acquired three properties for $565m at a 4.5% yield. LTV
stood at 37.9% and the group has three properties under negotiation and four properties
under development. Management guided 2.5% DPU growth for the full year to November
2020.

Segro Plc

UK/EU industrial REIT Segro reported 2.5% EPRA EPS, 9.5% dividend and 2.6% interim
NAV growth to 718p. SS NOI rose 2.0% on average (UK at 2.9%, Europe at 0.5%) with
releasing spreads of 10.5%. LTV stood at 22% thus providing sufficient capacity to fund the
£303m development pipeline which is 85% pre-let at a 6.5% yield. Management provided
no guidance for FY20 the period.

Shurgard SelfStorage

Pan European self-storage company SHUR reported 7.6% EPRA EPS growth driven by 3.8%
SS property revenue growth. Dividends rose 8.9% for the interim period. Occupancy rose
90bps to 89% and SHUR added 24 sites over the period at €199m. Post Covid lockdown
results show an increase in move-ins and reduction in client move-outs, which should lead
to higher occupancies. LTV stood at 18% and management has guided SS NOI growth of
1.5-2.5% into the medium term.

Summit Industrial

Canadian industrial REIT SMU delivered 7.5% FFO growth driven by 2.9% SS NOI (5% in
Toronto) and 14% releasing spreads on renewals and 21% on new leases. SMU acquired
C$180m in assets in Toronto and sold two data centres for C$21m. LTV stood at 46% at a
3.6% cost of debt (CoD) fixed for 5.7 years. SMU reported 96% rental collections in July.
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Vonovia

German residential large cap Vonovia delivered 11% FFO growth driven by 3.9% SS NOI.
Vacancies fell 0.1% to 2.8% as VNA sold 1,327 units at €195m. LTV stood at 41% and VNA
raised €1bn in early September to part fund the 41,000-unit development pipeline over
the next 5-7 years. VNA continued to collect 100% of rents during Covid-19 lockdowns.
Management maintained guidance of 5-9% FFO growth for the full year which includes
€1.3-1.6bn in new acquisitions and or developments.

Warehouses De
Pauw

Pan European industrial company delivered 8% EPRA EPS growth driven by 2.2% SS
NOI. WDP acquired €120m of assets and upgraded the development pipeline to €630m
(80:20 Western Europe: Romania). LTV stood at 47% which implies the pipeline will likely
be funded by a combination of equity raises, asset disposals and debt. Guidance is for 6%
EPRA EPS and dividend growth to 2023.

Wharf Real Estate
Investment Co.

Hong Kong retail company Wharf report a -29% drop in EPS and dividends (64% dividend
pay-out ratio) driven by Covid-19 lockdowns and HK41bn in tenant relief. Harbour City
reported a 30% drop in sales and occupancies of 90% in the mall and 86% in offices. LTV
stood at 25% and management has guided that conditions are likely to remain difficult
driven by the continued spread of Covid-19, a fragile economy, geo-political tension, and
negative growth in tourism.

Duke of York Square, Kings Road, London
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HOW WE SEE THINGS
GOING FORWARD
USA – a story of ‘haves’ and ‘have-nots’: Offices are facing an uncertain future as demand slows,
unemployment rises and WFH becomes more entrenched. The office vacancy rate is expected to rise from
13.0% in Q4 2019 and to peak at 17.6% by mid-2022. Asking rents are expected to drop by 9.3% over the
same period, a decline larger than that which was experienced during the GFC (-8.6%) . Fundamentally, the
retail sector will continue to face challenges including capacity limitations (enclosed malls in Los Angeles
opened at the end of Q3 with a 25% capacity limit) and accelerated store closures (25 000 store closures
expected in 2020 vs. c.9 300 in 2019) as e-commerce gains market share. Mall REITs, especially ones with
weaker balance sheets (Macerich and Taubman have leverage ratios of 72.9% and 60.0%, respectively) face
a higher probability of financial distress which will continue weigh on share prices. E-commerce sales during
Q2 grew 44.5% compared to Q2 2019 while total retail sales decreased -3.6% in the same period. These
secular tailwinds coupled with a vacancy rate of 5.5% has led to market conditions that will continue to favour
industrial landlords.

UK – ‘TINA’; there is no alternative: London office vacancies are up 140bps to 5.3% in 6 months and rents
are down 2%; that is before the full impact of a recession, WFH and Brexit are felt. With e-commerce rising
to c.30% of sales we see Company Voluntary Agreements (CVAs) and store closures accelerating which may
result in rental and valuation declines in the retail/mall sectors. Furthermore, the residential sector remains
relatively defensive from a collections perspective, but London Mayor Sadiq Khan’s call for Berlin style rental
caps does not help sentiment. On the other end, UK industrial take-up was up 64% in H1 and has reached a
record in the first three quarters of 2020. Given land limitations, low vacancies and 55% of developments
being pre-let, increasing demand from e-retailers and higher investor demand there really is no alternative
to UK modern warehouses.

Europe – where is the like-on-like rent growth in logistics? As e-commerce penetration has risen from c.9%
to 12% across Europe in the last seven months we have seen industrial vacancies compress to 4.5%. However,
like-on-like rents have largely disappointed at pedestrian rates of 0.5% (Segro) to 2.2% (WDP). As we face
a second wave of lockdowns and a protracted recession, cracks have started to show; European industrial
take up fell 20% in H2:2020 (driven by Q2) as SMEs, the automotive and apparel sectors scaled back their
expansion plans. France was particularly hit at -45% take-up, followed by the Netherlands at -17% and
Germany at -11%. Looking forward rents could turn negative as speculative supply remains elevated except
in key markets such as Rotterdam and Munich. In the retail sector, attention has shifted from operational
capability to pure survival due to balance sheet concerns. UBS estimates that current mall REIT LTVs at 46%
could rise to 71% within 3 years as rents fall 16% and values fall c.35%. Repairing balance sheets via capital
raisings such as the Hammerson’s £552m rights-issue and Unibail-Rodamco-Westfield’s ¤3.5bn proposed
issuance, and ‘trophy asset’ disposals is the name of the game. With the EU economy expected to compress
-8.3% in 2020 the office sector is likely to see a doubling in vacancies over the next two years in key countries
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such as Germany (3.5% to 7%) and France (5.2% to 10%). Rents could fall 10-15% on this alone, and with WFH
we could see a sharper rise in vacancies in fringe locations. On the positive side, with low vacancies of c.2%,
100% rental collection rates, a 340k housing deficit, LFL rental growth of 3-4% and rising valuations the
German residential space may be the best place to hide.

Hong Kong recovery delayed by a third wave: Hong Kong is facing its third wave of Covid-19 infections. The
recent uptick in cases resulted in an extension to social distancing rules to 22 October. Fundamentally, lower
levels of discretionary spending will continue putting pressure on mall rentals, especially centres that depend
on tourism (inbound tourism fell 99.6% in July) and luxury retail. The office market vacancy rates increased
to 8.1% at the end of August from 6% at the end of 2019. The central office vacancy rate has reached a 15 year
high of 6% and we expect this trend to continue as corporates relocate to cheaper eastern districts and other
gateway centres such as Singapore.

Japan – cracks in offices, stability in Industrial: Central Tokyo (5 wards) vacancies rose for the seventh
consecutive month to 3.4% due to lower hiring intentions, new supply, and lease cancellations in pre-let
developments. Rents continued to rise 4% y/y but -0.4% m/m, indicating a turn in the tide. 2020 will mark
a recent peak in supply at approximately 1.9m sqm, before dropping to c.530,000sqm in 2021/2. Tokyo
vacancies for Class A logistics facilities fell to an all time low of 0.5% (and 3.7% in Osaka) which will see rents
accelerate as e-commerce penetration increases. Supply is however expected to respond with 1.48m sqm
(and 520,000sqm in Osaka) and a further 2.1m sqm (880,000sqm in Osaka) expected in 2021 and 2022,
respectively. Given the limited availability of modern facilities in Japan most supply is largely pre-let which
may have limited the impact on market rents.

Singapore - one man’s pain is another man’s gain: A grade office rents are expected to fall 15% over the
next two years and vacancies are likely to rise to 12.5% (from 10.5%) due to the economic recession and
lower demand due to WFH.

This is relatively ‘mild’ as supply removals and de-densification may offset

the impact of WFH and the recession. Further, due to Hong Kong protests we have seen increased office
demand in Singapore from expanding tech companies including Google, Facebook, Alibaba and Amazon.
With e-commerce rising from 5-6% pre-Covid to 11% the mall sector is expected to see rents fall 15% over the
next 5 years, while the industrial sector benefits from increased e-commerce related demand – these rents
are expected to remain stable over the next 12 months. Due to the absence of a domestic tourism market,
and an expectation of 20-30% of meetings moving online (to Zoom / MS Teams), Singapore’s hotel sector
is expected to only recover to pre-Covid-19 levels by 2024 at the earliest, assuming a Covid-19 vaccine is
available next year.
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Australia – trouble ahead for Sydney offices: Vacancies in Sydney and Melbourne have spiked to 7.5% (from
3.7% pre-Covid-19), lease incentives have risen to 30% (from early 20s pre-Covid) and sub-leasing space
has risen to 1.4%. Tenants are also opting for shorter 1 to 2-year leases as they re-evaluate their long-term
office space requirements. Furthermore, as a leading indicator, employment growth has contracted 25% in
July which points to higher vacancies and lower rents going forward. Due to in part to elevated supply over
the next 12 months, JLL expects vacancies to rise to 12% by 2021. Sydney is looking particularly vulnerable
as finance and insurance sectors that have embraced WFH consist of 74% of space. The retail sector is
expectedly poised for further headwinds. Lower unemployment, higher online penetration (10.3% from 9.4%
pre-Covid), lower population growth (as borders are closed) has led to retail centre vacancies rising 1.4% to
5.6% (and doubling in malls from 2% to 4.2%). Significant devaluations in the short term are expected due to
a combination of higher cap rates, lower NOI and negative investor sentiment.

Qube Co-Working space, North London

		
Nimble Wisdom Global Quarterly Q3 2020
13

OUR VIEW
ON VALUATIONS
In summary Global REITs posted a respectable +2.43% but underperformed global equites at +8.05%. YTD
total returns continue to lag at -19.46% versus global equities at +2.14%. In the aftermath of the Q2 lockdowns,
Q3 started to feel better as we saw resumption in economic activity and employment. Although we are on
a path to recovery and a Covid-19 vaccine will give consumer/business confidence a much-needed boost.
However, significant risks remain going forward, political risk in the US should the presidential election result
be contested, a deeper than expected global economic downturn driven in part by second or third waves
in Covid-19 cases, Brexit, and the ever present China/US geopolitical trade war – these are just the ‘known
unknowns’. The US Fed made this assertion by stating that rates will remain low even if inflation breaches the
target and monetary stimulus is still necessary at this point.

In REIT-land we have seen significant bifurcation in operational performance and rental collection rates
between sectors. Data centres, modern industrial, US SFR and German residential companies appear winners
at this point and some structural shifts (e-commerce, data usage) appear entrenched and here to stay. On
the other hand, malls, strip centres, hotels and student accommodation sectors have been battered by the
pandemic and we may see more tenant failures over the medium term even after a vaccine is introduced.
Given that these ‘battered’ sectors constitute only 17-20% of our opportunity set, in aggregate we see value
in global REITs at current levels. Below we illustrate the spread between the sector’s forward dividend yield
versus bonds.

CHART 03

GLOBAL DIVIDEND YIELD TO GLOBAL BOND YIELD SPREAD

As illustrated above, the global REIT sector trades at 4.2% forward yield, which is a 3.7% positive yield
spread to global bonds versus a long-term average spread of 2.5%. Given the recovery in rental collection
rates, government stimulus packages and tenant/consumer support programs we now expect c.2% earnings
growth from global REITs in 2020. Given a ‘lower for longer’ scenario we estimate that total returns of c.13%
in USD should be achievable over 12 months.
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