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IS THIS CYCLE DIFFERENT FROM PREVIOUS CYCLES? 

The Swinging Pendulum – Where Do You Sit? 

“WILL WE REVERT TO THE MEAN” “IS IT DIFFERENT THIS TIME” 
OR 
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Office Cap Rates vs Bond Yields: 2001 - 2014 

• Valuation metrics always questioned in hot markets 

• What is the appropriate risk premium for commercial real estate – long term has been between circa 250 bps 

• Risk premium is currently at circa 400 basis points premium – who is right the bond or real estate markets? 

• Should investors be permanently adjusting their return expectations down or is this a cyclical issue? 
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A-REIT Total Returns vs Bond Yields: 1989 - 2014 

• A-REITs – what drives pricing? 

• A-REITs susceptible in short-term to equity and bond market movements - A-REITs tend to underperform in an 

increasing yield environment i.e. sell-off in mid-2013 and September 2014 when bond yields increased 

• A-REITs now have more ‘non-property investors’ – general equity and hedge funds – who are more short-term 

focused 

• Longer-term A-REITs should perform in line with direct property 
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Sydney CBD Office Yields by Grade: 1981 - 2014 

IS THIS CYCLE DIFFERENT FROM PREVIOUS CYCLES? 

• Is now the time to move up the risk curve? 

• Investors have chased prime assets in core markets – now close to being ‘priced to perfection’ 

• Pre GFC the risk premium of secondary to core eroded – simply put investors were not being properly 

rewarded for the risk they were taking on chasing secondary assets  

• A wide spread has now developed between prime and secondary – therefore what is more risky now 

at this point in cycle – prime or secondary? 

• Investors may be rewarded for looking outside core markets to generate ‘alpha’ 
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• Global investors moving up the risk curve 

• Core real estate has been the primary recipient of capital in recent years but sentiment is changing 

• Preqin’s global survey of institutions reveals a shift in real estate investment strategy – value-add, 

opportunistic and debt strategies are now the major focus of capital raisings 

• Institutions are moving up the risk curve to seeking higher returns given the low returns from core 

• We’ve seen this before in previous cycles – core leads and then investors move up the risk curve  

 

 

 

Breakdown of Closed-End Private Real Estate Fundraising  

by Primary Strategy, January – September 2014 

IS THIS CYCLE DIFFERENT FROM PREVIOUS CYCLES? 
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• M&A activity - a feature of every cycle 

• M&A of listed and unlisted funds will always be a key part of the market 

• Examples in this cycle – in the A-REITs Dexus acquired CPA Office Fund, Challenger acquired Challenger 

Diversified Fund and Frasers acquired Australand and in the unlisted sector Folkestone acquired Austock Funds 

and 360 Capital acquired Becton 

• M&A driven by difficulty sourcing assets on-market and focus on scale of funds management platforms 
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• Risk – don’t take the conventional wisdom approach to Investing in or evaluating risk 

• No matter what you do in real estate, in some form or manner, you will be asked to evaluate risk 

• When you evaluate risk, expect the unexpected 

• Think broadly and expansively about events that can impact your probable outcome 

• At times in our industry, there is a rush to herd mentality in pricing assets. The seemingly safest position 

today may actually be far riskier than might be perceived by the “herd” mentality. An example is core real 

estate in some of the gateway global cities is currently being priced to perfection 

IS THIS CYCLE DIFFERENT FROM PREVIOUS CYCLES? 



Social Infrastructure –  

A Growing Real Estate  

Asset Class 
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• Real estate assets that provide accommodation for fundamental community services including: 

• education - early learning (childcare) centres, schools, tertiary facilities, student accommodation 

• health - medical centres, hospitals, specialist facilities 

• retirement/aged care 

• social housing 

• transport – bus & train stations, park & rides, car parks 

• government accommodation (i.e. police stations, courthouses, prisons, defence housing) 
 

 

 

 

 

SOCIAL INFRASTRUCTURE ASSETS 
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• Benefits of investing in social infrastructure typically include: 

• longer leases than traditional real estate assets 

• net or triple net leases (operator/tenant pays outgoings) 

• secure (often government backed) cashflows 

• low correlation to other real estate and non-real estate assets   
 

 

 

 

 

SOCIAL INFRASTRUCTURE ASSETS 
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1 Department of Education - Child Care & Early Learning in Summary – September Quarter 2013 and Child Care in Australia – August 2013 
2  ABS – 3222.0 – Population Projections, Australia, 2006 to 2101 

Source – ABS 

• Demand drivers of the early learning sector are positive 

• the proportion of women working has increased from 43% in the late 70’s to just under 60% 

• since 2004 the number of children using long day care child care has increased by 45% from 

441,240 to 637,5001 

• recognition of social and educational benefits of early learning in children aged 1-5 years 

• in the 2014-2015 Budget, the Federal Government has budgeted to spend $7.1 billion on the 

early learning sector, up from, $5.2 billion in 2013-2014 – a 36.5% increase2 

EARLY LEARNING SECTOR 

Female Workforce Participation Rate: 1978 - 2013 
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1 ABS – 3222.0 – Population Projections, Australia, 2006 to 2101 
2   Department of Education - Child Care & Early Learning in Summary – September Quarter 2013 and Child Care in Australia – August 2013 

Source – DEEWR Administrative Data 

• State of the market 

• the number of children aged 0-5 years has increased from around 1.5 million in the mid 70’s 

to more than 1.8 million in 2014 – a 20% increase over 40 years  

• as at September 2013, there were approximately 6,360 long day care centres in Australia an 

increase of 1,803 centres or 39.5 per cent since 20041  

• occupancy levels remain high – in many markets demand outstrips supply 

EARLY LEARNING SECTOR 
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No of Long-Day Child Care Centres in Australia: 2004 - 2013 



14 

Source: ABS 

• Seniors living and healthcare a growth opportunity for the real estate sector 

• Demographics – aging population requires increased provision of seniors living (manufactured homes, 

retirement villages & aged care) and health care services  

• Government's looking to private sector to deliver aged care and health care services – partners rather 

than competitors 

• Relatively inelastic nature of aged care and health care services 

• Real estate facilities key part of the provision of seniors living/aged care and health care services 

 

 

SERNIORS LIVING AND HEALTH CARE 

Proportion of the Australian Population by Age Cohort –  

Aging Population: 1970 - 2050 
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DISCLAIMER: 

This paper has been published for information purposes only.  The information contained in this paper is of a general nature only and does not constitute financial 

product advice.   This presentation has been prepared without taking account of any person's objectives, financial situation or needs.  Because of that, each person 

should, before acting on this presentation, consider its appropriateness, having regard to their own objectives, financial si tuation and needs. You should consult a 

professional investment adviser before making any decision regarding a financial product. 
 

In preparing this presentation the author has relied upon and assumed, without independent verification, the accuracy and completeness of all information available 

from public sources or which has otherwise been reviewed in preparation of the paper.  The information contained in this paper is current as at the date of this paper 

and is subject to change without notice.  Past performance is not an indicator of future performance. 
 

Neither Folkestone Limited, nor any of their associates, related entities or directors, give any warranty as to the accuracy, reliability or completeness of the information 

contained in this paper.  Except insofar as liability under any statute cannot be excluded, Folkestone Limited and its associates, related entities, directors, employees 

and consultants do not accept any liability for any loss or damage (whether direct, indirect, consequential or otherwise) arising from the use of this paper. 
 

If a product managed by Folkestone Limited or its associates is acquired, Folkestone Limited or its associates and related entities may receive fees and other benefits.  

The author of this paper does not receive commissions or remuneration from transactions involving the financial products mentioned in this paper. 


