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The FTSE EPRA/NAREIT Global Developed Real Estate Index gained 6.3% (in USD) in the first 

quarter of 2013, after gaining 28.7% for full year 2012. The performance of property stocks has been 

largely influenced by continued transactional evidence in the private markets of strong investor 

demand for prime assets at valuations that appear to demonstrate the acceptance of low expected 

returns. Moreover, the continuation/acceleration of stimulative government policy measures continued 

to fuel “risk-on” sentiment in the market.  Specifically, in 1Q13, global listed property stocks posted 

gains primarily due to significant strength in Japan (due to Bank of Japan (“BOJ”) quantitative 

measures) and strength in the U.S. (due to significant fund flows and quantitative easing). Asia was 

the top performing region in the quarter, outperforming the global average with a return of 8.5%. 

North America also outperformed the global average with a return of 7.1%, while Europe lagged with 

a decline of 2.5%.  

While persistent economic uncertainties have clouded the outlook for operating fundamentals, the lack 

of new supply is a key differentiating factor as compared to prior economic slowdowns. Most markets 

have been slowly recovering from significant declines in rents and occupancies. There have been 

pockets of strength, notably the strong operating results in the U.S. for sectors that are focused on the 

consumer (apartments, hotel, storage, and high-end malls) and in Hong Kong due to increased rents 

upon lease expirations in the office sector and continued strength in the retail sector. In Europe, there 

are concerns regarding the pace of recovery due to continued economic weakness. 

The key theme for the global real estate markets continues to be that investment values for prime real 

estate assets have continued to improve due to investors’ broadening acceptance of lower expected 

returns from real estate in today’s low return environment, despite a largely muted outlook for 

operating fundamentals. Asset values in the Western markets had experienced dramatic declines from 

2007 peak levels, but valuations for prime assets have largely recovered. Asset valuations may 

continue to improve with continued downward pressure on yields for prime assets, but significant 

improvements from current levels would likely require a meaningful recovery in operating 

fundamentals and cash flows, as improvements to date have primarily been due to cap rate 

compression driven by the decline in long-term interest rates and related decline in required returns.  

There are some potential downside risks to asset values which include a weakening global economy, 

rising risk premiums for assets, or a more difficult financing market (particularly in Europe). A sharp 

increase in long-term interest rates could likely cause a decline in asset values, but this is viewed as a 

low probability scenario. In Japan, significant enthusiasm emerged in the quarter for the cap rate 

compression story due to the BOJ’s recent quantitative easing measures. In contrast, in other Asian 

markets, improvements in asset values have primarily been driven by improved cash flows. Despite 

this difference, a key notable similarity across most global markets is the continued widening 

discrepancy in pricing and underlying property fundamentals for prime versus secondary assets. 



 

Investor demand continues to be focused on high quality assets, with limited interest and transaction 

activity for lesser quality assets.  

The past few years have featured an unprecedented level of government policy measures across 

markets globally, which has significantly impacted the capital markets, market sentiment and 

volatility. There have also been significant differences in government policies between the Western 

markets and key Asian markets that have impacted real estate values. Whereas in the Western 

markets, and more recently in Japan and Australia, there have been stimulus measures to help bolster 

the economy and spur asset inflation; in a number of Asian markets, there have been restrictive policy 

measures focused on curtailing asset price appreciation in the residential sector. The Western 

governments’ stimulative policy measures appear to have been the key driver of significant 

improvements in prime commercial real estate values due to investor search for yield and acceptance 

of low expected returns, but have generally had only limited favorable impact on operating 

fundamentals. Asian policymakers (ex-Japan and ex-Australia) have held off on stimulative policy 

measures, but have enacted a variety of administrative measures in an effort to stem the rapid pace of 

asset appreciation in the residential market, with considerable success thus far.       

Strategy Overview 

The team implements a long-term, value-oriented, bottom-up stock selection driven investment 

strategy, which is focused on investing in publicly traded real estate securities that offer exposure to 

the direct property markets at the best relative valuations. We believe that over the medium to long-

term, the performance of real estate stocks will be most highly correlated with the underlying value of 

the companies’ assets. 

The Global Real Estate Securities Strategy (“Strategy”) is comprised of three regional portfolios with 

a global allocation, which weights each of the three major regions (U.S., Europe and Asia) relative to 

the index based on our view of the relative attractiveness of each region in terms of underlying real 

estate fundamentals and public market valuations.  Moreover, each of the regional portfolios reflects 

our core investment philosophy as a real estate value investor, which results in the ownership of stocks 

that we believe provide the best valuation relative to their underlying real estate values and growth 

prospects, while seeking to maintain portfolio diversification
1
.  Our company specific research leads 

us to specific preferences for sub-segments within each of the property sectors and countries.  For the 

period ended March 31, 2013, the Strategy was overweight the Asian listed property market, modestly 

underweight the European listed property market and underweight the U.S. listed property market. 

Strategy Review and Outlook 

As has been the case over the last few years, the Strategy’s performance in the first quarter has been 

largely driven by macro themes, central bank policies and the risk-on/risk-off gyrations of the broader 

equity markets, as opposed to valuations and fundamentals. The team’s value-oriented investment 

                                                 
1 Diversification does not protect an investor against a loss in a particular market; however it allows an investor to 

spread that risk across various asset classes. 



 

style did not fare well in the first quarter and the Strategy underperformed the benchmark, FTSE 

EPRA/NAREIT Developed Real Estate Index. Performance within the European regional portfolio 

contributed, while the Asian and U.S. regional portfolios detracted.  Top-down regional allocation was 

neutral, although cash held in the Strategy detracted due to the strong absolute returns for the global 

listed property market. 

In Europe, the Strategy benefited from stock selection in the U.K. and France; this was partially offset 

by stock selection within and the underweight to Sweden. In the U.S., the Strategy benefitted from the 

overweight to the hotel sector. However, this was more than offset by the overweight to and stock 

selection within the apartment sector, where companies traded at attractive discounted valuations due 

to persistent negative sentiment towards the sector. The underweight to the healthcare sector, where 

companies traded at premiums to NAV in excess of 50%, largely due to the perceived defensive 

characteristics of these companies, was also a key detractor. Moreover, the U.S. REIT market 

experienced a period of divergent returns among the stocks in the quarter that may be characterized as 

a “Junk Rally,” whereby the companies with higher dividend yields as well as lower quality assets and 

balance sheets dramatically outperformed the traditional “Blue Chip” REITs with the best assets and 

balance sheets.  The Strategy was not well-positioned to benefit from a junk rally as these stocks 

traded at less attractive relative valuations. In Asia, the Strategy benefited from the underweight to 

Singapore; this was more than offset by the overweight to Hong Kong, as well as stock selection 

within Japan.  We believe the Hong Kong REOCs (real estate operating companies) continued to offer 

very attractive valuations, as there continued to be a wide discrepancy between private and public 

valuations, relative to most other listed property markets. Sentiment continued to be a significant 

driver of share price movements; investor sentiment towards the Hong Kong REOCs was negative in 

1Q and remains cautious, particularly with regard to the risks of additional residential tightening 

measures. In our view, the Japan REOCs continued to offer attractive value relative to the J-REITs, 

particularly as they trade at a lower premium to NAVs, own higher quality assets which could result in 

greater upside to operating cash flows, and maintain stronger balance sheets. There was a wide 

separation in the share price performance of the Japan REOCs and J-REITs, with the stocks returning 

17.8% and 37.1%, respectively, in 1Q. The very strong share price performance of the J-REITs was 

aided by the BOJ specifically targeting the stocks to purchase as part of its QE measures.   

Our investment strategy is to continue to invest in global real estate securities that provide the best 

valuations relative to their underlying real estate values and growth prospects.  At quarter-end, the 

Strategy was overweight Asia, modestly underweight Europe and underweight the U.S. We believe 

the Strategy is well-positioned toward market segments which offer attractive valuations. We 

recognize that the team’s investment style, which is focused on fundamentals and valuations, may 

experience short-term periods of underperformance in markets driven by macro themes and 

government policy measures. However, we continue to believe that our unwavering conviction to our 

value-oriented investment philosophy will be rewarded when value and fundamentals are recognized.  

 

 


