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The key theme in 2013 for real estate securities, so far, has 

been the rising interest rate environment. The beginning of 
the year saw strong performances by real estate securities 

around the globe, followed by a fall in values as a result of 

rising interest rates and potential tapering of stimulus 
activities by the Fed. 

 

After several months of uncertainty due to rising interest 
rates, listed real estate securities rebounded in September. 

The major news in September was the announcement by 

the Fed that it would hold off on tapering of asset 
purchases. This surprised the market and pushed bond 

yields down. In this context, real estate securities 

outperformed the broad markets.  
 

STRATEGY REVIEW 

PRESIMA GLOBAL REAL ESTATE ENHANCED YIELD 

 
The Fund’s net of fees returns were 1.59% for September, 

-3.77% year to date and 3.09% for the past 3 years. Since 

inception the fund has generated an annualized dividend 
yield of 4.87% and has consistently offered a significantly 

lower degree of volatility than its peers (as measured by the 

FTSE EPRA/NAREIT Developed Index).   
 

While the fund has underperformed the broader asset class 

in 2013, it is important to note that it puts emphasis on 
sustainable and growing streams of income, offers a lower 

degree of volatility through security selection and the use 

of simple derivative products, while focusing on real estate 
operators rather than developers, which offer higher 

earnings growth but lower dividends. As a result, in the 

prevailing rising interest rate environment, higher yielding 
securities, such as those targeted for investment by the 

fund, were generally harder hit than their peers. While this 

is typically the case in the short term when interest rates 
start to rise and investors favor real estate developers over 

real estate owners, history has shown that in the longer 

term, recurring income plays an important role in real 
estate total return. We believe that companies with 

sustainable and growing income streams will continue to 

perform well throughout interest rates cycles. 

 
REGIONAL OUTLOOK 

North America 

The possibility of Fed tapering weighed on the US REIT 
market until the Fed meeting in September. Following 

several difficult months however, REITs outperformed the 

broader US market. REITs benefited from the Fed’s 
meeting that pushed 10-year bond yields down. The Fed 

choosing to hold off on tapering took the market by 

surprise and resulted in wild movement on all fronts.  
 

September saw several industry conferences attended by 

many real estate companies, present to meet investors. At 

this time in the cycle, a focus on redevelopment and 
development remains the main topic of discussion. This 

suggests that the acquisitions market is not as attractive as it 

was prior to the movement in interest rates. In this context, 
high quality portfolios seem to be immune to the first wave 

of cap rate increases. Companies continue to show 

improving fundamentals, as the level of new supply in most 
sectors is low, and the economy continues to improve. 

Self-storage results surprised positively with same store 

NOI reaching double digit growth due to occupancy 
increase, improving pricing power and expense control. 

Numbers published by healthcare companies were in line 

but only a limited number of acquisitions were announced. 
In the industrial sector, stronger absorption continues to be 

the key theme. The office sector is showing improving 

leasing activities in New York but the situation remains 

challenging in the Washington area. The lab space sector 
continues to see increased interest for additional space from 

potential tenants as biotech firms get improved access to 

financing. Fundamentals continue to be better for malls 
than for most property types, with occupancy moving 

higher on a limited amount of supply. On the strip malls 

side, companies are showing better leasing in smaller spaces 
and continue to focus on redevelopment opportunities as 

fundamentals are not strong enough to justify development 

at this point.  
 

Europe 

European real estate securities had a strong month in 
September, driven in part by a series of positive 

macroeconomic factors. First, as with most other liquid 

assets, the decision by the Fed not to taper gave equities a  
boost. Second, a lack of negative events in the Euro Zone, 

despite lingering risks, gave further confidence to investors. 

Finally, better economic data from the U.K. seems to have 
given hope that a recovery is taking a stronger hold after a 

few difficult years of austerity. 

 
U.K. housing seems to be on the mend. Strength in 

London has been seen for a few years and this now seems 

to be spreading to other regions, thanks in large part to 

government programs that enhance access to home 
ownership. Companies with exposure to this segment are 

benefitting and the biggest question is now around the 

sustainability of the bounce. Also, large sums of private 
funds are being raised to invest in distressed assets. Even 

though the hope since the GFC has been to see an increase 

in distressed asset deals, the actual volume has been 
disappointing. As other markets around the world rebound, 

it seems that Europe is now the destination of choice for 

private funds. 
 

Asia-Pacific 
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Asia-Pacific real estate securities also posted strong monthly 

results for September. Similar to other regions of the globe, 

the main catalyst for the renewed interest was the delay in 
the scaling back of the US monetary stimulus and the fall in 

global rates that immediately followed. Valuation levels of 

Asian real estate securities have also become more attractive 
in recent months with most companies (except in Japan) 

now trading at a discount to the value of their real estate 

assets.   
 

Both Japanese developers and JREITs were the standouts 

over the period, with strong outperformance. These stocks 
now trade at an average premium to their net asset values 

in excess of 25%. “Abenomics” continue to create positive 

momentum for the Japanese economy while keeping a 
tight lid on interest rates. Real estate securities are a clear 

beneficiary of such an environment but we have yet to see 

real meaningful progress in the overall rents that landlords 

are able to charge tenants. Tenant retention is important in 
Japan and few landlords are willing to dramatically push up 

rents for loyal customers that have steadily paid rents in 

harder economic times. The recent capitalization rates 
compression makes external growth more challenging for 

Japanese firms that run out of reasonably priced assets to 

buy in the market, a situation that might also impair future 
growth in earnings.  

 

On the flipside, Australian REITs had a more subdued 
quarter and now mostly trade below the value of their 

tangible real estate assets. Office and retail fundamentals 

remain weak in the country with limited new demand for 

space and rents that are not growing meaningfully. Yet, 

demand for good quality real estate assets remains excellent 

with local and international pension funds on the lookout 
for acquisitions. This poses an additional challenge 

forREITs who also desire to grow their asset base at prices 

that are accretive to their earnings. 
 

In Singapore and Hong Kong, REITs earnings remain well 

supported by real estate fundamentals, particularly in the 
office sector in Singapore and the retail sector in Hong 

Kong. Dividend yields spread to local 10 years bonds are 

now above historical averages in both REIT markets which 
has typically provided support to the listed securities. 

 

 
GLOBAL OUTLOOK  

Generally, we believe that global property fundamentals 

remain fairly solid, with a number of large markets in the 

bottoming or rising phases. That is good news for the 
securitized market. Despite rising rates, financing is still 

very available and attractive for real estate companies. 

Nevertheless, some geopolitical risks remain which could 
impact markets. However, global real estate securities have 

fallen 10% since May and have significantly 

underperformed the broader equity markets and we see this 
as an opportunity, as attractive valuations have emerged. 

While the asset class tends to initially react strongly to 

interest rate increases, historical data indicates that real 
estate securities can do well in periods of rising rates. 

 

 

 

Past performance is not indicative of future performance. 

 
Presima inc. declines any responsibility with respect to direct or indirect damages or consequences of the inaccuracy of the information reproduced in this 

document, or for any actions taken in reliance thereon. 

 
No information or data contained herein may be reproduced by any process whatsoever without written consent. 

 
Certain statements made in this document may be forward-looking statements. These forward-looking statements are based upon current assumptions and 

beliefs in light of the information currently available, but involve known and unknown risks and uncertainties. Our actual actions or results may differ 
materially from those discussed in the forward-looking statements, and we undertake no obligation to publicly update any forward-looking statement. 

 
Presima inc., a wholly owned subsidiary of the National Australia Bank Group (NAB Group), conducts its business and investment activities on a separate basis 

from the NAB Group and its affiliates. Consequently, in accordance with National Instrument 62-103 Respecting The Early Warning System and Related 
Take-Over Bid and Insider Reporting Issues and the Aggregation Relief described in Part 5.1 of such Regulation, Presima inc. treats securities it controls 

separately from securities owned or controlled by the NAB Group or by its other affiliates. 
 

An investment in a financial product issued, managed or distributed by Presima inc. does not represent a deposit with or a liability of the National Australia 
Bank Limited nor any of its affiliates and is subject to investment risk including possible delays in repayment and loss of income and capital invested. Neither 

the National Australia Bank Limited nor its affiliates guarantees the capital value, payment of income or performance of Presima inc. 


