
 

For Professional Clients Only 

First State Global Property Securities Fund 

Fund update 

May 2013 
 

 

 

 
Welcome to the latest monthly update on the First State Global Property Securities Fund, providing a review of the fund 

and latest outlook for the sector. 

Market review  

– The UBS Global Property Investors Index (sterling) fell by 4.4% in May. The UK was the strongest-performing 

region, followed by Continental Europe. Japan fell sharply, after strong increases earlier in 2013. 

– Comments from the US Federal Reserve suggesting Quantitative Easing may be reduced in coming months, 

provided US economic data continues to improve, were associated with a rise in 10-year Treasury yields from 

1.63% to 2.12%. Higher risk-free rates and wider credit spreads impacted high-yielding stocks, including US REITs.  

– The Lehman Estate sold 53% of its holding in shares in AvalonBay and 43% of its stake in Equity Residential. These 

sales were valued at US$1.08 billion and US$880 million respectively, and have helped to remove a perceived 

overhang from both stocks.  

– European GDP numbers for the first quarter of 2013 were broadly negative, although Germany managed a small 

quarterly increase of 0.1%. UK GDP numbers beat expectations, recording an increase of 0.3% on the quarter, and 

0.6% year on year. European bond yields also rose, despite a 25 basis point cut in interest rates by the ECB. 

Against this backdrop, European retail REITs reported continued tough markets for their tenants, with retail sales 

and footfall dropping. Office markets were also generally weak, with London the notable exception. 

– Japanese property securities declined sharply in May, driven more by macroeconomic developments linked to the 

Bank of Japan’s monetary easing policy, and increases in US bond yields, than by stock fundamentals. Japanese 

property companies including Nippon Prologis and Nomura Real Estate Holdings have taken advantage of this 

year’s share price rises and are embarking on equity raisings.  

– In response to a rebound in Chinese home prices in recent months, additional tightening measures including 

increases on deposits and mortgage loan rates were announced by the Chinese government in May. Developer 

Cheung Kong cancelled its plans to sell HK$1.4 billion of Hong Kong hotel rooms as serviced apartments, in a 

further indication of official determination to dampen property speculation in the Hong Kong market. 
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Fund activity 

– A position was initiated in Vornado Realty Trust, a 

high-quality US office REIT trading below Net Asset 

Value. The stock has underperformed over the past 

few years, but its simplification strategy is gaining 

traction. We also believe the company will benefit 

from New York City market rent increases in the 

second half of 2013 and into 2014, and from 

stabilising conditions in the Washington DC office 

market.  

– The Fund added to existing positions in AvalonBay 

and Equity Residential following the Lehman 

Estate’s sale of part of its stakes in both companies. 

AvalonBay’s development pipeline of approximately 

US$3 billion is a potentially huge source of value 

creation for shareholders, as the company builds 

new communities at 30% to 40% below market 

value. Equity Residential has a best-in-class 

management team and operating platform, and 

significantly upgraded the quality of its portfolio 

through December’s Archstone transaction and 

subsequent asset sales.  

– The Fund also increased its weighting in UK REIT 

Land Securities. This followed a strong set of full 

year results and an excellent outlook for the 

markets it operates in, particularly the City and the 

West End of London. Highlights of its results 

included an adjusted NAV of 903p per share 

(compared to a consensus of 869p), better than 

expected profits from its development pipeline of 

£231 million, vacancy rates down to 2%, and a 

Loan-To-Value ratio of 36.9%, down from 38% in 

March 2012.  

– The holding in Public Storage, the largest US 

storage REIT, was sold. The company’s earnings 

growth outlook and recent results are impressive. 

For example, first quarter Funds From Operations 

per share were up 15.5% versus the same period 

last year, and same-property Net Operating Income 

was up 9.5% year-on-year. However, the good 

earnings growth outlook is reflected in the price.  

– The Fund exited Brazil in May, selling the 

remainder of its holdings in Brazilian mall REIT 

Multiplan. This was based primarily on 

macroeconomic concerns including rising interest 

rates and slowing consumer spending growth. 

Market Outlook and Fund Positioning 

– A substantial component of the Fund is invested 

within the Americas. US economic growth is proving 

relatively resilient, despite fiscal headwinds. The 

consensus forecast is for roughly 2% GDP growth 

for 2013 and closer to 2.5% for next year, as 

impacts from recent Federal tax increases and the 

sequester gradually dissipate.  

– Within the US, we believe shorter-term, more 

economically sensitive sectors, such as hotel, 

apartment and industrial REITs, are likely to 

outperform more defensive, longer lease-term 

sectors such as health care and shopping centres 

in a rising interest rate but improving economic 

scenario.  

– The outlook for Europe remains subdued. The Fund 

has slightly underweight positions for Continental 

Europe. An overweight exposure to Central London 

at the expense of the rest of the UK has been 

maintained. The Fund favours Northern Europe 

over Southern Europe in the face of ongoing 

macroeconomic and political uncertainty.  

– Although May’s pullback has eased some of the 

more stretched valuations, we continue to view the 

Japanese property sector with caution. The outlook 

for the office sector remains challenging, whilst the 

residential sector appears to be close to its peak. 

Macroeconomic events are likely to influence the 

direction of the market in the near future. We expect 

Singapore REITs to deliver stable earnings in 2013, 

albeit with minimal growth. 

– Overweight exposure to Hong Kong is maintained. 

Hong Kong landlords enjoy healthy balance sheets, 

investment grade assets, defensive business 

models, attractive valuations and the prospect of 

solid earnings growth. Risk adjusted return 

expectations from Hong Kong developers are 

compelling at current prices, due to the recurrent 

income streams generated by their investment 

portfolios.
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 Wholesale Business Development 
 

 Graham Fox Head of UK & European Wholesale +44 (0)20 7332 6530 graham.fox@firststate.co.uk  

 Marc Bishop Sales Director, Europe and Third Party Distribution +44 (0)20 7332 6556 marc.bishop@firststate.co.uk  

 Carol Cunningham Sales Director, North of England & Ireland +44 (0)1606 883064 carol.cunningham@firststate.co.uk  

 Tom Burton Sales Manager, South of England, Channel Islands +44 (0)20 7332 6559  tom.burton@firststate.co.uk  

 Eva von Sydow Sales Director, Europe +33 (1)7302 46 74 eva.vonsydow@firststate.co.uk  

 David Gaschik Sales Manager, Europe +49 (0)69 7104 56302 david.gaschik@firststate.co.uk  

 Ben Steele Investment Sales Associate, Scotland +44 (0)131 473 2268 ben.steele@firststate.co.uk  

 
Institutional Relationship Management 

 

 Fraser Wood Head of Institutional Relationships, EMEA +44 (0)131 473 2529 fraser.wood@firststate.co.uk  

 Chris Gower Head of Consultant Relationships EMEA +44 (0)20 7332 6869 chris.gower@firststate.co.uk  

 Ali Karmali Head of Middle East & Africa +44 (0)20 7332 6595 ali.karmali@firststate.co.uk  

 Alice Franks Senior Relationship Manager +44 (0)20 7332 6509 alice.franks@firststate.co.uk  

 Matt Savage Senior Relationship Manager +44 (0)131 473 2264 matt.savage@firststate.co.uk  

 Hugh Tancred Relationship Manager +44 (0)20 7332 6563 hugh.tancred@firststate.co.uk  

 This material is for distribution to Professional Clients and should not be relied upon by any other persons.  

This material is for distribution to Professional Clients and should not be relied upon by any other persons. The value of investments and any income 
from them may go down as well as up. Investors may get back less than the original amount invested and past performance information is not a guide 
to future performance. The fund invests in assets which are denominated in other currencies; hence changes in the relevant exchange rate will affect 
the value of the investment. Past performance of property funds are not indicative of the performance of the property market as a whole. Funds which 
invest in property securities are subject to adverse changes in economic conditions, adverse local market conditions and risks associated with the 
acquisition, financing and ownership and operation and disposal of real property. The fund invests in a single sector, which offers the possibility of 
higher returns, but may involve a higher degree of risk compared to investments which spread investment risk through a variety of sectors. Share price 
movements may have a greater effect on the overall value of these funds. Fees and expenses are charged against the capital of the Fund. Deducting 
expenses from capital reduces the potential for capital growth and on any redemption Shareholders may not receive back the full amount invested. 
Investment should be made on the basis of the Prospectus and Key Investor Information Document available free of charge by writing to: Client 
Services, First State Investments (UK) Limited, 23 St Andrew Square, Edinburgh, EH2 1BB; or by telephoning 0800 587 4141 between 9am and 5pm 
Monday to Friday; or by visiting www.firststate.co.uk. The fund is a sub fund of First State Investments ICVC ('FSI') which is an investment company 
with variable capital incorporated in England and Wales. FSI is structured as an umbrella company. Each fund may issue different classes of share 
and within each class there may be different types of share.  Reference to the names of each company mentioned in this communication is merely for 
explaining the investment strategy, and should not be construed as investment advice or investment recommendation of those companies.  All 
securities mentioned herein may or may not form part of the holdings of First State Investments’ portfolios at a certain point in time, and the holdings 
may change over time. 

Issued by First State Investments (UK) Limited which is authorised and regulated by the Financial Conduct Authority (registration number 143359). 
Registered office 3rd Floor, 30 Cannon Street, London, EC4M 6YQ, number 2294743. Telephone calls with First State Investments may be recorded.  

 


