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Credit crunch impact
- Turbulence in credit markets

Capital market spreads
5YR CDS sw ap rates to June 2008
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Capital market spreads
spreads over sw ap rates to June 2008
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Credit crunch impact
- Tempestuous listed markets…

AUS REIT sector accumulation indices 
monthly rests ending June 2008
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Credit crunch impact
- …tranquillity in unlisted property markets?

Performance across property asset classes
Annualised total returns on quarterly rests ending Jun-08
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Why the massive re-pricing of A-REITs? 
- increasing risk profile with growth strategies

The quest for growth has seen 
the AUS-REIT sector take on 
more risk:

increased gearing levels 
(currently c35%) 

growing offshore exposure 
(currently around 40%)

rise of stapled trusts         
(over 70% of REITs are 
stapled) 

increased market 
concentration                     
(top 10 trusts comprise 80% 
of market cap)

poor capital management & 
lack of transparency

AUS-REITs: return versus risk

past
present

0

1

2

3

4

5

0 1 2 3 4 5
Source: CFS Research

more return per unit 
o f risk

more risk per unit o f 
return

R
et

ur
n

Risk



7

Why the massive re-pricing of A-REITs?
- greater leverage made A-REITs more risky

Gearing level versus annual price return
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Investment performance across assets
- direct property provides stable returns

Risk-adjusted returns for selected asset classes

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

AUS FI Aus Shares DP REITs Infrastructure

re
tu

rn
 / 

ris
k

3 years
5 years

10 years

Source: IRESS, M SCI, PCA/IPD and CFS Research

period ending June 2008



9

Direct property outlook
- yields and discount rates softening

Australian real estate prime investment yields
Average yield across each core real estate sector
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Discount rates for selected property sectors
nominal w eighted averages on quarterly rests ending Mar-08 
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Property market yields and discount rates to soften with a re-rating of risk & 
rising cost of debt.

Price softening to restore spread across asset grade – i.e., greater softening in 
yields for secondary grade than prime assets.
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Direct property outlook
- linked more to real economy

Access Economics forecasts that GDP will expand by 3.1% in 2008 and 3.7% in 2009. It expects growth to 
average 3.2% over the next five years which will provide support to space market fundamentals (SMFs) 
and unlisted property returns.

Direct property versus economic activity
Rolling annualised nominal return & grow th on quarterly rests
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Direct property outlook
- current SMF’s are relatively healthy

National Office Vacancy (%)
bi-annual rests
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National Office supply (sqm)
bi-annual rests
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Last major direct property market crash due to economic recession at a time of relatively high interest 

rates and a relative over-supply of product.

Current environment does not have these features
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Matching the investor to the product
- property best matched by unlisted vehicle

Objective:
- capital preservation
- stable returns
- long investment
horizon

Real assets:
- direct property
- infrastructure

Structure:
- unlisted
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Summary

Historically, unlisted property has offered investors relatively higher risk-
adjusted returns compared to other asset classes.

The changing risk profile of A-REITs means they do not offer the same ‘pure’
exposure to direct property as unlisted property.

A-REITs influenced more by financial markets while unlisted property driven 
more by real economy.

Property prices will weaken with softening yields and discount rates but are 
unlikely to experience the level of repricing implied by the A-REIT sector.

In times of heightened uncertainly, short-term re-allocations to assets which 
mitigate market volatility can enhance a portfolio’s risk-adjusted returns.

Unlisted property vehicles are well suited for investors who have a long term 
horizon and who are after stable returns.
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Disclaimer

The information provided in this document is given in good faith and is derived from sources 
believed to be current and accurate. Any opinions, conclusions or recommendations are 
reasonably held or made at the time of compilation of this document, but no warranty is 
made as to accuracy, reliability or completeness. To the extent permissible by law, neither 
Colonial First State Property Limited ACN 085 313 926, nor any related body corporate, or 
any of their employees or officers accept any responsibility for any loss or damage arising in 
any way from the use of this document by any person including by reason of negligence or 
from errors or omissions in it. This document is intended to provide general information only 
and is not financial product advice. It is not a recommendation of any securities offered by 
the Colonial First State group of companies or any other company or person. It should not be 
considered as a comprehensive statement on any matter and should not be relied upon as 
such. It does not take into account any person’s individual objectives, financial situation or 
needs. Any investor accepting this document should consider whether the information it 
contains is appropriate for them and should consider talking to a financial adviser before 
making an investment decision. Past performance is not indicative of future performance.


