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iMfeature: global investing

Casting the net a lot wider

South Africans are looking further afield than Europe for property, writes Johann Barnard

E
xposure to offshore
property has become
a popular theme for
local investors looking

to diversify outside SA. Prop -
erty’s main appeal lies in com -
paratively lower risk and reg-
ular income. And, for the most
part, investors have been
r ew a r de d .

At least, that was the case
until Resilient Reit became the
fly in the ointment that c au s e d
SA-listed real-estate invest-
ment trusts (Reits) to shrink
more than 17% this year to end-
July, against a 1.9% contraction
in the JSE all share index. The
group has been accused of
manipulating its value through
convoluted cross-sharehold-
i ng s , and its share price plunge
has hurt the industry.

It has also hurt i nv e s t o r s
w ho piled into locally listed
Reits for their rand-hedge qual-
ities: more than 50% of these
Reits have exposure to global
m a r ket s .

Re s i l ie nt ’s troubles and the
sharp decline in the index are
not a reflection of the state of
the industry, nor of the oppor-
tunity presented by these
externally focused funds. His-
torically, SA listed property has
been the top-performing asset
class over the past three-, five-
and 10-year periods.

The sector’s recent speed-
bump is not necessarily bad
news, argues Investec Asset
Ma n a ge me nt ’s Peter Clark.

“The issues experienced
around the Resilient group
have acted as a catalyst for
extended valuations to nor-
m a l i s e ,” he says. “This was par-
ticularly the case in a number
of East Eu r o p e a n -fo c u s e d
companies that traded at high

premiums to N AV.
“The events have also

brought to light a number of
unsustainable earnings prac-
tices which have, on the mar-
gin, been inflating earnings in
the sector. We are seeing a
number of companies resetting
the base here.”

The dip in the sector’s per-
formance this year should
hopefully be little more than a
correction, and one that long-
haul investors should be able to
absorb.

A fund that has avoided the
dip is the Fairtree Global Real
Estate Prescient Fund. It report-
ed in April that its fund was up
almost 10% in US dollar terms,
beating its benchmark by 4%.

“Because of the experience
with global property funds,
South Africans have started
looking overseas for better
opportunities, whether in the
UK or Central and Southern
Eu r o p e ,” says Rob Hart, co-
manager of the fund. “And
t h at ’s opened their eyes to the
other opportunities around the
w o r ld .

“Hopefully that journey is

going to continue and they will
start looking at other markets,
like the US and Asia.”

The rand-denominated fund
offers direct exposure to listed
property groups in the US (50%
of the exposure), Asia i nc lu d i ng
Australia (30%), and Europe
and the UK (20%).

Ha r t ’s partner in the fund,
Ryan Cloete, says the compo-
sition of the portfolio offers
added diversification for SA
i nv e s t o r s .

“The SA Re it s ’ o f f s ho r e
exposure is predominantly
concentrated in Southern and
Central Eastern Europe,
w he r e as we’re looking at the
whole developed world. You
have to consider the risk-
return profile. There are defi-
nitely opportunities in Central
and Southern Europe, but a lot
of those are actually emerging
markets themselves.

“The problem is it becomes
like a treadmill because you
have to keep on making acqui-
sitions to keep your growth up.
And, broadly speaking, a lot of
offshore expansion has been
funded by debt and some

structures are highly indebted.
“So now we’re in an envi-

ronment where some local
Reits can’t expand because
they don’t have balance-sheet
capacity any more. What they
need now is equity injection,
and at the current pricing lev-
els it would be dilutive. So
t hey ’re kind of caught in a
c at c h -2 2 .”

The areas in which Fa i r t r e e
sees opportunity for investors
looking at global property
include Asia, and exclude retail.

The latter is almost a no-
brainer, given the pressure that
conventional retail space is
under from the e-commerce
boom. “Now, that is good for
industrial but bad for retail,”
says Hart.

This has informed the fund’s
strategy in markets like the UK,
where you might expect to find
fewer opportunities given the
Brexit uncertainty.

“We don’t like UK office or
UK retail, which leaves you
with a couple of niche sectors
and we’re overweight those
s e c t o r s ,” he says. “This includes
industrial and we also like self-
storage in the UK.”

Fa i r t r e e’s Asia fascination
stems from Hart’s experience
working in that market for 20
years.

He explains that exposure
there offers not only geograph-
ical diversification but also
access to a greater weighting of
developers that make up the
m a r ket .

Judging by this year-old
fund — it has grown assets
under management to R55m so
far — property retains its allure.
And more options to gain glob-
al exposure can only be good
news for investors. ●Ryan Cloete … Portfolio d i ve rs i f i ca t i o n

Rob Hart … Experience in Asia


