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l{owever, it is ciorrbtfui that cl":anges'*.re hove seer.i to date fi.tve
gone far encugh. Thsre are severa! pcini:s to nole.

Firstly,the inoease in gearing in large part reflects the increared
expogure to offshore property, rr,iiiere h;ving higl..ei uf{sl:ore
(main ly  U55 i  debt  p rc , r ides  a  na t i : ra l  hedge.  l t  shou i . i  a iqo  

' ,p

noted that l istei property trust gearins !evels ; ;re st i l i  reiat ivel.v
modest compared to real estate invest!'rlerri tnrsls in :ay tlre i..15.

Secondly, while exposure to property rental income is falling
(kom 96% in 2000) it will still be greater than 87% even if the
GPT/Lend Lease merger proceedsr. Furthermore, over trme it
would be reasonable to expect that the proport ion o{ earnings
from development act ivi t ies wil l  decl ine as many propert ies
developed by trusts'  development arrns f ind their way inic the
trust portfoliosthenrselves. In addition, the sector's distribuiicn
yief d is st i l l  around 7%. So,the high yield property underpinning
of l isted property trusts wil l  renrain i ; l r ,gely ir . '  i : iace.

Thirdly, while the number of stocks lras decl ineiJ i t  is si i l l
higher than w,hen the sector sta: ' ted to grow in popul;r i ty in
the early 1990s and the average size of trusts has increased,
conir ibuting to increased l iquidit l ' .

Fourthly, despite the changes in recent years there is l i t t le
evidenceto date that it has had rnuch practical impact. Vriiatiii';y
of the sector remains lcw - see the next cirart.  i l  sl ioui i i  aiso bn
noted that LPTs remain less volat i le tha'n one of the!r rnein
alternatives, US Rf lTs, which are the dorninantcornponent of
global l istei property. tThe volai i i i ty of gloha! l isted prcperty is
between US RFITs and Austral ian l-PTs is shown b*icrrv.)
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listed propeyty trust changes - implications for irnrestors

ffi

l..isted property trusts (l-PTs) have long been a favourite of
investors due to their high returns. high yields backed by oroperty
renta l  income, thei r  tax t ransparency and thei r  (supposed)
aitractiveness as .r highiv l iquid proxy for directly held property.
Flow,ever, a range of changes have led many to question the
ongoing aitractiveness and viability of LPTs as a separate asset
class. Also, many argue it is becoming hardet to justify active
rnanagement of listed property trust portfolios.

Key changles

Concerns about LPTs stem from the following:

- The ievel o{ debt has increased from 109/" of gross assets in
1995 to 35% today.

- The sector's exposure to offshore assets has increased to 45%
oftotal assets and is sti i l  r ising.

" The rise in tlre number of stapled vehicles (where property
Inanagement is combined with property investnrent) and the
inclusion of development activit ies has seen a fall in LPT's
exposule to rental income.

- After signi{' icant merger activitv the number of stocks in the
5&P ASX 200 listed property trust index has fallen from 51 in
1999 to just over 20 and still falling. After its merger, Westfield
is around 35% of the sector's market capitalisation.

1;ken together these changes have led to fears that LPTs wil l
become more voiat!le, more interest sensitive. less reflective of

[]roperty nrarket conditions, more concentrated and dependent
on the performance of one or two trusts and less amenable to
successful stock picking by active portfolio managers- What's
n-rore, they are leaving investors with an arguably inefficient
exposrtre to offshore propertY.

lsrue Nc 1 - the ongoing viability and attractivenesl of [PTs as an
alset clasl
' l  

he trerid towards higher gearing, le55 property rental income
exposure and greater stock concentration certainly make listeC
property less al:tractive as an asset class. As trusts t.rke on a greater
global expr:sure i i is reasonable to ask whether having them as
part of a global l isteri property portfolio makes more sense than
as part of a supposedly "local' l isted propertytrust exposure.
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And the: 'e is { i t t ie evidet-"ce o'f 'any change in the correlst ian
between shares, bcnds and unl isted i i .e. cl irect ly heid) nc'n'

resir iential prcperty - see the second chart.
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While nrany argue that LPTs are a proxy for unlisted property -

this has never been the case (as evident in the low cortelatiot:
betweerr LPT and unlisted property returns). Likewise there is
nc evidence that trusts are becoming more share or bond-like
ir: tern":s of their correlations to these assets. lt should be
noied that the high correlation between LPT' and bonds over
the pas'i decade app{iars to refiecitheir shared defensive
asper:is. Of cou tse, the increese in gearing does irnply a greater
vulnerabilrty io the interest rate cycle - but as long as this
remaitrs milci ihis is i ikeiy to have litt le relevant impact.

- Finaliy, while trusts do have some short-term vulnerability to
rising bond yields and interest rates (after having been pushed
higher in price by merger activity) their-medium term return
prospects remain rolid. Their distribution yield of arcund796
remains relativeiy high and distribution growth of around
2.5',"/" should be easily achievable suggesting a prospective five
to :0 year return of around 9.3% p.a.lt should also be noted
that the process of rationalisation should be positive for
in<iiviciual LPTs to the extent thai it leads to more efficient
corporate sttuctures and cheaper access to capital.

Our view is that a typical 70/30 growth/defensive inve*ment
portfolio should have about a L3-15% expo5ure to proPe*y

{depending upon the expoture to alternative assetr}. This should
be split between unlisted or directly held property and listed prope*y.
ldeally, the latter should be split between Australian and global
l isted property (our diversif ied funds have already moved in this
ciirection). While recent changes leducethe attractiveness of Australian
listed pro*erty trusts, given the above-mentioneC consideraiions
there !s no nee<j t i: revisit this strategic asset allocation.

. Tire sector ne!,ef was a proxy for directly held property in
ter:"ns of i is shori-term performance characteristics.

. l{hile LPTs are exper:sive reiati'.re io direct property it is hard to
jL;stlfy a irigher.exi:ostire to dtrect properiy given liquiciity issues.

- lf Ts rentai nroperty/tiigh 14eld underpinning remains largely intact '

- LPTs are not expel'isive relative to global listed property. Local
yie!ds are actuall.v more attractive.

tsut eventually it will be time to move more aggressively
elsewhere, probably to global listed property. (lnfrastructure is
;rnother aii:ernetive.) However, for investors who do not have
excosure to gioba! ! isted property or unlisted property aiong the
li nes sugge:-ied here, there is a case tc consider moving i.owarcls
such an allocatior:,.ryith changes in tne LPT sectcr anC its
o.rervaluation reiative to direct propefty supporting suclr a change.

/lt the rel.aii invesior' levei, thet scope for such a move is l imited -

botn glcbal l isted property and unlisted property are harder to
access direciiy. In this case, given that medium-term return prospects
i'r:rr !-'l-ls rerna!n brigtlt, 'ihe best ann:'cach would be to hold iight.

ksue No 2 - Active v Pa*sivel

The opportunity f<rr act ive management to add value is not
affected as much as many claim.

. ln terms cf the scope inat act ive t lr ;ntgere f:avr: l i j  ad<.i  vaiui:
recent changes are clearly neg;t!ve. biri rct neressarily t*i :'r:in;r i.
There are st i l i  nrcre siocks than w;:s ihe caie lrhi: t .1 l l : r , :  set. ' ; :or
took off in the eariy 199Cs. Hc.,.veve r, as rai icnal:sa:jon
conl.inues ihis will becoi're rncr(:r of e conce.r':. Ih;* :s p.irtir.r:!iltiy
the case compared to giobai i ;ro**r ' iy rrerui i i : ie: ," 'vht:r '* i i : l :
scope to add va!ue is huge.

. In recent years the correlaiion between key sec-icrs ',.;jtn:;'r 't.ire

asset  c lass  has  ac tua l l y  been la l l ing  ard  th js  shou ld  enhance
the abi l i ty of managers with ski l l  tc add value. Coing fcrward,
correlat ions may actual ly decl ine fudher as g!cbal act ivi ty in
major stocks l ike Westf ieid make them more volat i le reiat ive
to the rest ofthe market.

The biggest concern on the active managernent front is t i rat tne
dominance of Westf ield wil l  make i i  harder fcr rnanagef s to tak*
decent posit ions in i t  {without blorving cut their sc-cal lert i rackir:g
error) and hence in oiher stocks. While a sciut ion to this ir : ;-y
have been to cap Wesi{ ield's weight at 15?i or so ci ' the index this
approach appears to have been disnrissed by th* matket ai"rd
Stanciatd and Pccrs as inrpractical.  Li i ' r i i r :ately, the issue r*n.:e s
back to the vr! l l ingness of manaqers to take r:n tr*cking er 'rcr i i -qk -

and th !s  migh t  i iave  to  r i se .

Conclusion
. Ottgoing change within LPTs cjces redr.:ce i'i.s relativc at!.r.-.rci.iven*ss

as an asset class.

. ldeai ly, avai iabi l i ty and l iquidlty issues perrnit t i r ig, inveslors
should have an exposure to uni istec {direct i  rroi}cf iy and
global l is ied property as weii  as Austrai iarr LP1.s.

. The changes within LPTs ta da'te are not yet suificient t{r w:}ra lt
their complete el imination from in.restors'portfcl ics - the-y
remain underpinned by high rental properiy driveri  yields,
offer attractive returns, remain relatively low risk and offer icr,^r
correlat ions to shares. That said as LPTs continue to rat ional ise
and global ise, having primary exposure to thern vla a giobai

pf operty securit ies portfol ic {as opposed' ic via a stani i-alcne
portfol io of Austral ian LPTs) wii l  eventual ly rnake sense .
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i Further infornration

tf you rrould l ike to know more about horv AMP Capitai
can help you, please contact one of the fci lor,ving:

Financial Planners
AMP Capital l  Investment Representative on 13S0 139 267

Personal l[vestors
Your Adviser or Financlal Planner

Wholesale lnvestors
AMP Capital's Client Service Team on 1800 658 404

I or visit www.ampcapital.com.au
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