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Global equity markets were unable to
sustain their February rebound. Volatility
rose in March due to concerns over trade
wars between the United States and China,
following Donald Trump’s decision to
impose a 25% tariff on steel imports and a
10% tariff on aluminium imports, as well as
a 25% tariff on US$50 billion of Chinese
imports. As a result, all major global indices
finished the month down. The S&P/ASX 300
index fell 3.7%, given the Australian
economy’s close ties to China and our
market’s heavy weighting to commodities.
As a result, investors lost their appetite for
risk, transitioning into safe haven assets
such as real estate and utilities.

KEY STATISTICS
as at 31 March 2018

The monthly NAB Survey of Business
Conditions was strong in February driven by
a spike in the employment index from +6 to
a new post GFC high of +12.
Dwelling prices continued to slow in
February, with CoreLogic reporting national
dwelling prices fell 0.1% for the month.
Growth for the year came in at 2.2%, the
weakest since February 2013.
The Australian yield curve flattened with the
spread between long-term interest rates and
short-term interest rates narrowing by 6
basis points as the yield on Australian 10
year bonds fell 21 basis points to 2.54%.
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PLATFORMS

The Reserve Bank (RBA) once again left
rates unchanged at 1.5% in March. The
RBA Governor’s commentary on the
domestic economy changed very little,
except to note that the unemployment rate
had remained steady at around 5.5% for the
past six months and signs of wage growth
were starting to emerge.

Over the month of March, the S&P/ASX 300
A-REIT Accumulation Index returned
+0.1%, outperforming the Australian
equities market (S&P/ASX 300), which fell
3.7%. For the March quarter the equities
market returned -3.8% compared to the
S&P/ASX 300 A-REIT Accumulation Index
at -6.2%. Over the rolling 12 months to
March 2018, the S&P/ASX 300 A-REIT
Accumulation Index underperformed the
equities market by 3.0% (Figure 1).
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Economic data released in Australia during
March was mixed, with GDP growth coming
in at 0.4% in 4Q17. The economy recorded
a rebound in consumption (+1.1%) and
another strong quarter for government
capex but was partially offset by weak trade
and private investments.

For the March quarter, the Residential AREIT sub-sector provided the best
performance with a total return of 2.6%. The
next best performing sub-sector comprised
Industrial A-REITs which returned 0.1%,
followed by Health Care A-REITs -3.0%,
Office A-REITs -3.3%, Specialised A-REITs

TOP 5 HOLDINGS
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Carindale Property Trust
Rural Funds Group
Industria REIT
Lifestyle Communities
Centuria Metropolitan REIT
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SECTOR VALUATION
As at the end of March, the A-REIT sector
was trading at a FY18 estimated distribution
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Figure 2: A-REIT Sector Performance:
to 31 March 2018
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Figure 3: A-REIT Sector EPS and DPS Yields
vs. 10 Year Bonds Yields: 1996 – 2018
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For the 12 months to March 2018, the Fund
returned +3.75% (after Fees but Before
Tax), outperforming its benchmark by
3.82%.
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The table on the following page highlights
our key active positions which have been the
greatest contributors to the Fund’s
outperformance over the year to March
2018.
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Detracting from returns can be attributed to
overweight
positions
in
Lifestyle
Communities (LIC -12.8%) and Eureka
Holdings (EGH -9.4%).
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Mar-08

Positive contributions to returns in the March
Quarter came from the Fund’s zero
exposure to Stockland (SGP -10.0%) and
underweight position in Scentre Group (6.0%) and Westfield Corporation (WFD 8.5%).
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During March, Cromwell Property (CMW)
announced the issue of €230m of
guaranteed convertible bonds maturing in
2025. The issue has a 2.0-2.5% semiannual coupon with a conversion price of
$1.177 to $1.232 per share.

Over the March 2018 Quarter, the Fund
returned -5.81% (on an After Fee but Before
Tax basis), compared to the S&P/ASX 300
Accumulation Index of -6.19%.
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DEBT AND CAPTIAL MARKETS

March Quarter 2018
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Mar-02

Westfield Corporation (WFD) announced
that the proposed acquisition by UnibailRodamco had received approval from the
Foreign Investment Review Board. This is a
major step towards the completion of the
Westfield transaction, with the scheme
meeting for Westfield Unitholders to be held
on 24 May 2018.

Positive contributions to returns in March
2018 came from the Fund’s overweight
holdings in Rural Funds (RFF +6.8%) and
Folkestone Education Trust (FET +1.0%) as
well as an underweight holding in Westfield
Corporation (WFD -2.7%) and a zero
weighting to Stockland Group (SGP -0.2%).
Detracting from returns, included an
overweight holding in Eureka Group (EGH
-3.3%) and zero weightings to Cromwell
Property (CMW +8.6%) and Iron Mountain
Incorporated (INM +8.6%).
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In March, Cromwell Property (CMW)
announced Singapore property group - ARA
Asset Management had bought a 19.5%
stake in CMW from Redefine Properties for
approximately $405m at $1.05 per share,
representing a 3.5% premium to its last
closing price.

For the month of March 2018, the Fund
returned +0.07% (on an After Fee but Before
Tax basis), slightly underperforming the
Fund’s Benchmark (S&P/ASX 300 A-REIT
Accumulation Index) by -0.04%.
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After the February reporting period, a
number of the A-REITs took the opportunity
to review their portfolios by putting a total of
$700m of retail assets for sale in March.
These
included
Stockland’s
(SGP)
Shellhabour ($400m), Vicinity’s (VCX)
Gateway Plaza Leopold ($120m), Abacus’s
(ABP) The Village Marsh ($70m) and
Charter Hall Retail (CQR) & Telstra Super’s
Thornleigh Market Place ($40m). We
welcome the active management by AREITs of their portfolios at this point in the
cycle, and believe A-REITs will continue to
sell non-core assets given the current
pricing levels.

PERFORMANCE REPORT

300 A-REIT Accum.
25.0

%

ACTIVITY

The sector’s look-through gearing currently
stands at an acceptable 29%, with the
majority of balance sheets in good shape.
The section is trading at a 11.8% premium
to NTA compared to the 25 year average of
15%.

Figure 1: A-REITs vs Equity Performance
12 months to 31 March 2018

%

The three best performing securities in the
S&P/ASX 300 A-REIT Index for the March
quarter were Cromwell Group (CMW
+7.5%), Ingenia Communities Group (INA
+2.6%) and National Storage REIT (NSR
+2.3%).
The three worst performing
securities were Abacus Property Group
(ABP -13.7%), Vicinity Centres (VCX 11.4%) and Iron Mountain Incorporated
(INM -10.7%).

yield of 5.2%, representing a 370 bps
premium to the RBA Cash rate and a 290
bps premium to 10 Year Bonds (Figure 3).
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at -5.5%, Retail A-REITs at -7.4% and
Diversified A-REITs at -8.3%.

Contributions to Returns:
12 Months to 31 March 2018
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At the end of March 2018, the Fund’s
investments comprised 19 ASX listed
securities totaling 95.9% of the portfolio, 13
of these securities were constituents of the
S&P/ASX 300 A-REIT Index whilst the
remaining 6 securities were Ex-Index
securities. The remaining 4.1% was held in
cash/liquid investments.
The March 2018 Quarter distribution of
0.6266 cents per Unit (paid to investors early
in April 2018), took total distributions for the
year ended 31 March 2018 to 2.78 cents per
Unit.

OUTLOOK
The year for the A-REIT sector has started
with the reverberation of volatility, caused by
external factors such as the increased
tension of a possible trade war between the
United States and China, concerns about
the direction of interest rates and
domestically proposed changes to the
imputation reforms, should a Shorten Labor
Party come into power.
Fundamentally, the A-REIT sector is in good
shape offering defensive earnings with
generally strong balance sheets, acceptable
levels of gearing and sustainable payout
ratios.
A-REIT balance sheets have clearly
benefited from cap rate compression
(pushing values higher), asset sales and
more conservative payout ratios. Gearing
levels could be at risk if cap rates increase
(values fall), but we don’t foresee any
material upward movement in cap rates in
the short to medium term; the weight of
money from both domestic and offshore
investors chasing assets may continue
throughout 2018.
Office fundamentals continue to improve for
Sydney and Melbourne, with limited supply
and stock withdrawals (particularly in
Sydney) pushing vacancies to below 5.0%.
However, anticipated effective rental growth
may be tempered with the anticipated
increase in supply in 2020-2021. Perth

however, continues to experience weakness
due to the on-going effects of the mining
downturn. Growth in the office sector is
expected to be generated through income
growth rather than the reliance on cap rate
compression generated via revaluation
uplifts as seen in the past three years.
The retail operating environment remains
challenging with weak earnings sentiment
due to increased competition from on-line
retailing and foreign retailers, increased
utility costs and a rise in the number of
retailers going into administration. This is
expected to continue throughout 2018.
The industrial sector remains strong,
especially in metro locations that could
potentially service the growing online sector.

ASSET ALLOCATION
As at 31 March 2018

S&P/ASX 300 A-REIT - 78.4%
Ex S&P/ASX 300 A-REIT - 17.5%
Cash - 4.1%

SECTOR SPLIT
As at 31 March 2018

The residential sector continues to maintain
its high margins, despite volumes slowing,
particularly in the Melbourne and Sydney
land market.
In the absence of corporate activity for the
2018 year, we are forecasting a total return
range of 7.0% to 9.0% for the A-REIT sector.
Should M&A activity become a feature,
returns in excess of 10.0% could possibly be
achieved.
However, the wildcard for the sector remains
to be bond yields. As we saw last year, the
sudden uptick in bond yields drove an AREIT sell off, and any further upward
movement in bond yields could see further
short-term pressure on A-REIT pricing.
The earnings outlook remains robust with
consensus forecasts showing growth of
circa 3.8% in FY18. The positive outlook is
being driven by the office A-REITs which
are benefiting from the strong Sydney and
Melbourne office markets. The active
A-REITs who have strong development
pipelines (Goodman, Mirvac) or funds
management platforms (APN Property
Group, GPT, Charter Hall, Goodman) and
social infrastructure A-REITs (Folkestone
Education Trust and Lifestyle Communities)
are benefiting from demographic and social
changes.
We continue to favour those A-REITs with
exposure to the industrial and social
infrastructure property sub-sectors, and
those securities with relative attractive
yields. We maintain a focus on quality
management teams with the ability to
actively manage portfolios and drive income
growth in the year ahead.

Social Infrastructure - 3.7
Industrial - 15.1%
Retail - 32.7%
Diversified - 15.8%
Office - 12.1%
Developers & Managers - 8.0%
Specialised - 5.0%
Other - 3.5%
Cash - 4.1%

CONTACT US:

Folkestone Maxim Wins
Industry Leadership
Award

Winston Sammut
Managing Director
Folkestone Maxim Asset Management
e: wsammut@folkestone.com.au
t: + 61 2 8667 2825

In December 2017,
Folkestone Maxim won the
inaugural Financial Standard
Investment Leadership Award
for Australian Listed Property.

Lula Liossi
Investor Relations Manager
e: lliossi@folkestone.com.au
t: + 61 3 9046 9946

The Financial Standard
award recognises
"investment strategies that
showcase all the qualities
investors - whether they be
advised or self-directed - are
looking for in an investment
manager".

Harry Horwitz-Rourke
Distribution Manager
e: hhorwitz@folkestone.com.au
t: + 61 2 8667 2830
Monica Hood
Business Development Manager
e: mhood@folkestone.com.au
t: + 61 2 8667 2821

QUALITATIVE RATING

QUANTITATIVE RATING
Overall rating out of 124
Equity Australia Real
Estate funds as
of 28 Feb 2018
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