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Constructing property
portfolios using REITs

How do real estate investments trusts (REITs)
compare? AMP Capital Head of A-REITs Mark
Ferguson investigates what global REITs offer
versus Australian REITs in portfolio construction.

Real Estate Investment Trusts were first established just
over 50 years ago in the US. Since then, 34 countries have
established REIT or REIT-like legislation and the size of the
global REIT market has grown to more than US$1 trillion,
according to Bloomberg.

Australia was the third country in the world to enact REIT
legislation in 1970 and now approximately 23 per cent of
Australian property has been securitised onto listed markets
with a market capitalisation of AU$84 billion.

A-REITs provide investors with a variety of benefits
including access to the highest quality Australian properties,
a diversified and liquid exposure to Australian property with
much lower transaction costs compared to direct property
and consistently high yields. A large proportion of high
quality core real estate is available for investment through
REITs. These core assets are typically large, scarce and
relatively illiquid, dominated by a small number of landlords
with high average prices. Ordinarily, these kinds of
characteristics would be prohibitive for an average investor.
REITs, however, overcome the barriers to entry for
investors through divisibility and mark-to-market liquidity.

A-REITs also typically have long-term leases of five to 15
years with annual rental increases linked to inflation. This
gives A-REITs a predictable, stable earnings profile for a
relatively long period of time.

What do global REITs have to offer to an investor? Diversity
is one aspect.

Almost half the A-REIT index is composed of Retail REITs.
The second largest sector of the index is diversifieds.
Combined, retail and diversified REITs make up 83 per cent
of the Australian index. Diversified REITs have exposure to
retail, office and industrial as well a limited development
exposure to these three sectors and residential.

The global index in contrast comprises a greater variety of
sectors, many of which are pure-plays. A pure-play is a
company that invests its resources in only one line of
business and, as a result, its performance is tightly
correlated with the performance of that particular industry.
As an investor, this allows for goal-oriented portfolio
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construction through target exposures to specific sectors
given their return profiles under different market conditions
as well as an opportunity to outperform the aggregate
market by tilting exposure to different market sectors as
conditions change.
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This also provides exposure to a number of sectors that are
yet to be fully developed in the Australian market place,
including health care REITs, self-storage REITs, campus
REITs, apartment REITs and even prisons!

What's next for G-REITs?

The global REIT universe is set to continue growing. If
global property was securitised to the extent of Australia,
from where it is currently at 9.5 per cent, the investment
universe would grow by $4 trillion,

G-REITs have enjoyed the positive tailwind generated by
unconventional monetary policy undertaken by the Federal
Reserve, the European Central Bank and the Bank of
England. The differences in macroeconomic environment
have led to the ‘bounce’ in stock prices we have seen post-
GFC in global REIT markets versus those seen in Australia
where the Reserve Bank of Australia was not forced into
unconventional policy. We expect the difference in
performance to continue.

After the fallout from the GFC, Australian banks took a
particularly conservative approach to the enforcement of
their debt covenants in comparison to global banks. As a
result, A-REITs undertook vast equity recapitalisation
programs in order to ensure their survival during the cyclical
downturn.
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These strategies meant A-REITs diluted their capacity to
earn the same return on equity potential through
recapitalisations

Recent analysis by the European Public Real Estate
Association shows that during a ten-year period, adding 30
per cent exposure to G-REITs in a UK unlisted real estate
fund would have improved returns by 30 per cent in
absolute terms and 50 per cent in relative terms over the
ten-year period between June 2003 and June 2013.

Ultimately, investing in global REITs allows an investor to
get exposure to different risk-return profiles. Different
countries tend to experience different parts of the economic
cycle.

Diversification in the REIT markets can be achieved through
the asset allocation across regions, sectors and stock
selection to identify the best companies in each segment.
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Even within REITs, investors can obtain diversification
across sectors, and construct portfolios designed to provide
the optimal risk-return profile under different scenarios.

One of the benefits of having width and/or size from a
market can be outweighed by a lack of market liquidity. A
way of gauging market liquidity is through the dollar value of
transactions conducted on a periodic basis as well as the
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absolute size of the market as measured through its market
capitalisation.

The absolute size of the global market (US$1 trillion) and
even the Australian market (AU$84 billion) means that it is
easier to move into and out of investment positions as the
need arises without moving market prices against the
investor’s desired position.

Conclusion

Overall, REITs provide a flexible and liquid entry into
investing in property.

A-REITs give investors access to a defensive asset class
through the structure of their contracted leases, with high
quality assets, strong yields and a relatively predictable
earnings growth profile that will continue to grow given their
links to inflation and annual increases.

G-REITs provide a larger depth of high quality assets with
predictable earnings linked to inflation. Like A-REITs,
GREITs are also a defensive and growing asset class but
with substantially more levers to drive portfolio performance
due to the wider composition of sectors and regions
available for investment.

A combination of increased securitisation of property, more
countries enacting legislation to create REIT structures and
a legacy of more supportive debt markets during the GFC
have led to a difference in earnings potential between
Global and Australian REITs; that continues to play out.

These structural differences mean that G-REITs can add
greater diversification benefits and exposure to growth in
markets other than Australia, adding positive risk-return
dynamics to a balanced, A-REIT or even unlisted property
portfolio.

If you would like to know more about how AMP Capital can help you, please visit ampcapital.com
For your local contact, please visit ampcapital.com/contact or email inquiry@ampcapital.com

Important notice to all investors:

This document has been prepared by AMP Capital Investors Limited (ABN 59
001 777 591,AFSL 232497) (“AMP Capital’) and AMP Capital Funds
Management Limited (ABN 15 159 557 721, AFSL 426455) (“AMPCFM”) for
providing general information about the product referred to in this document
(“Fund”) and is qualified in its entirety by any product disclosure statement,
information memorandum, private placement memorandum or other disclosure
or offer document and legal documentation that may be subsequently available.
This document is not intended to be and does not constitute a recommendation,
offer, solicitation or invitation to subscribe regarding the Fund, and is not
intended for distribution or use, in any jurisdiction where it would be contrary to
applicable laws, regulations or directives. Prospective investors should make
their own inquiries and consult their own professional advisers as to the
applicable laws, regulations and directives (including any requisite governmental
or other consents and any other prescribed formalities) in any particular
jurisdiction (including, in which the person comes into possession of this
document) and the consequences arising from a contravention of them at any
relevant time. Any failure to comply with such restrictions may constitute a
violation of applicable securities law. While every care has been taken in
preparing this document, except as required by law, none of AMP Capital or
AMPCFM or their associates makes any representation or warranty as to the
accuracy or completeness of any statement, including, without limitation, any
forecasts, or takes any responsibility for any loss or damage suffered as a result
of any omission, inadequacy or inaccuracy.

This document does not purport to be complete, does not necessarily contain all
information which a prospective investor would consider material, and has been
prepared without taking account of any particular person’s objectives, financial
situation or needs. Accordingly, the information in this document should not form
the basis of any investment decision. A person should, before making any
investment decision, consider the appropriateness of the information, and seek
professional advice, having regard to the person’s objectives, financial situation
and needs. Past performance is not a reliable indicator of future performance
and there can be no assurance that the Fund will achieve its objective or its
target returns or that investors will receive a return from their capital. This
document is provided to you strictly on a confidential basis and the information
contained in it must be kept strictly confidential (with the exception of providing it
to your professional advisors who are also contractually and/or professionally
bound to keep it confidential) and may not be reproduced or redistributed (in
whole or in part) or otherwise made available to any other person in any format
without the express written consent of AMP Capital or AMPCFM. All information
contained in this document, unless otherwise specified, is current at the date of
publication and will not be updated or otherwise revised to reflect information
that subsequently becomes available, or circumstances existing or changes
occurring after that date. By accepting a copy of this document, you agree to be
bound by the limitations, terms and conditions set out in this notice.
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