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Quarter Ending: 30 September 2021 
Market Commentary1 
The Australian real asset universe outperformed the broader Australian equity market in the September quarter. 

• The listed real estate market was up 4.8% in the September quarter (as measured by the S&P/ASX 300 A-REIT 
Accumulation Index). 

• Infrastructure was up 9.9% in the September quarter (as measured by the S&P/ASX Infrastructure Accumulation 
Index). 

• Utilities were up 5.1% in the September quarter (as measured by the S&P/ASX 300 Utilities Accumulation 
Index). 

In comparison, the Australian equity market rose 1.7% in the September quarter (as measured by the S&P/ASX 200 
Accumulation Index). 

 

Market Drivers During the Quarter 
August’s Australian company reporting season, corporate activity, ongoing local lockdowns and the subsequent 
reopening trade were dominant factors throughout the quarter. The two key themes of optimism, from our company 
meetings, and opportunity, in terms of asset pricing, were also strong. 

During reporting season, we saw very strong reported results versus consensus expectations, strong cash flows and 
balance sheets driven by Government stimulus, and dividends per share upgrades. There was also a significant number 
of capital management, merger & acquisitions and capex spend announcements. 

In the real asset space, results season highlighted how strong the snap back was after COVID-19 driven restrictions 
ease, with commentary from real asset landlords on the quick rebound in everyday activity. High end retail rents 
surprised on upside and leasing demand was strong prior to the most recent lockdowns, with re-leasing spreads 
particularly good for everyday needs and large format retail.  

During the quarter, there was heightened corporate activity, with many mergers & acquisitions and equity raisings. 
Examples are recent bids for Sydney Airport, Spark Infrastructure and Ausnet Services as well as Transurban 
Group acquiring a larger stake in WestConnex and multiple industrial REITs buying assets. We are really seeing unlisted 
physical transactions point to value in listed markets, with real assets providing an attractive entry price. The strong 
returns from infrastructure and utilities during the quarter were largely attributable to this activity. 

Within the REIT subsectors, those with suburban exposure are performing better than those with exposure to CBDs. 
We note CBD office vacancy is still ticking up despite elevated leasing activity. On the other hand, suburban office is 
performing well due to affordable rents, local decision makers, usage more critical to business needs and use of 
incentives such as discounts. Industrial REITs are another bright spot as they are experiencing vacancy at all-time lows 
and have a positive outlook for rents. Residential momentum remains strong despite weak population growth and a roll-
off of stimulus, which is also benefitting storage REITs. Property fund managers are also performing well, with property 
values up strongly, resulting in performance fees. 

 
 
1 Source: Martin Currie  
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Performance 
Over the quarter, the Martin Currie Real Income Fund (Real Income Fund) returned 8.2% (net of fees)2.  
All sectors contributed to the portfolio’s return, with real estate the largest contributor, followed by utilities and 
infrastructure.  

At the stock level, Ausnet Services, Spark Infrastructure Group and Centuria Capital Group were the largest positive 
contributors, while Stockland, AGL Energy and Australian Unity Office Fund were the biggest detractors.  

 

Main Drivers of Absolute Returns  
Positive 
Energy company Ausnet Services’ share price surged on the back of competing takeover bids from Brookfield Asset 
Management and APA Group, with APA lodging a complaint with the Takeovers Panel regarding Brookfield’s exclusive 
due diligence. We note that Ausnet can still engage with and do deals with other potential bidders, who can make 
subsequent offers after eight weeks.  

Regulated utility infrastructure investor Spark Infrastructure Group was strong, after twice rebuffing takeover bids by 
a consortium of investors, a revised higher proposal was given access to due diligence at a +24% premium to its pre-
bid trading price. 

Centuria Capital Group was strong following the release of its FY21 result, with management’s bullish outlook well 
received. Underscoring this was a $2.75 billion target for acquisitions and +10% growth in both earnings and dividends 
in FY22, driven by the Group’s comfort in expanding into new real estate sectors.   

Negative 
Diversified property group Stockland was weighed down by the extended lockdown in Sydney due to its retail exposure 
to the region. During July, Stockland acquired premium Queensland-based lifestyle villages operator Halycon, with the 
acquisition consistent with its strategy in the favourable residential land lease sector. 

Electricity and gas retailer AGL Energy experienced share price weakness due to a soft trading update from peer Origin 
Energy early in the quarter and lack of detailed financial information over the proposed split into two business - carbon 
neutral, ‘AGL Australia’, and carbon intensive, ‘Accel Energy’. We note that AGL did release in line FY21 result, although 
its FY22 earnings guidance came in below expectations, which management attributed to low electricity prices. We note 
the demerger appears on track.  

Australian Unity Office Fund was weak on light volumes, with the market awaiting details of a proposed merger with 
Australian Unity’s unlisted Diversified Fund to form a larger listed entity. 

 
Trading Activity 
We initiated a position in HealthCo Healthcare and Wellness REIT (HCW) by participating in its IPO. HCW offers an 
attractive exposure to assets facilitating Government, Life Sciences & Research, Private Hospitals, Aged Care, Childcare 
and Primary Care & Wellness, with strong organic growth. This growth will be bolstered by a solid pipeline of acquisitions 
through HCW’s well connected Board and management, which is supported by an attractive cost of capital. This drives 
a strong overall growth story which should deliver robust cash flows and an attractive income stream, that is relatively 
low risk. 

We initiated a position in Home Consortium, which is an attractive opportunity given its strong focus on large format 
retail and healthcare/life sciences property, which combined with strong client support and sizeable a pipeline means 
strong FUM growth. While current income yields are low its scalability to deliver very strong growth should deliver an 
attractive and growing dividends stream. . 

We also initiated a position in APN Convenience Retail REIT (AQR) by participating in its equity raising, with the funds 
to be used for the acquisition of two service stations and to repay debt. AQR owns a portfolio of 107 service station and 
convenience retail assets located across Australia with a long WALE of 11 years, with largely fixed rental increments 

 
2 As at 30 September 2021. Source: Franklin Templeton. Past performance is not a guide to future returns. 
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and some CPI linked rents, which should see the REIT provide a defensive yield with income growth. Dexus Property 
Group as the external manager are also likely to encourage growth to drive economics of scale. 

We topped up the position in HomeCo Daily Needs REIT, which owns defensive, every-day needs based suburban 
shopping centres, by participating in an equity raising to partially fund the Town Centre Victoria Point, Queensland. We 
believe the transaction will be accretive to prior FY22 FFO guidance.  

We topped up the position in Atlas Arteria. The global toll road operator is a beneficiary of economies reopening post 
COVID-19. The company’s European toll roads are already seeing significant traffic and mobility improvement. Atlas 
Arteria has defensive characteristics, growing cashflow and a reasonable dividend yield which should grow in CY22.  

We also topped up the position in Dexus Industria REIT (formerly APN Industria REIT) by participating in its equity 
raising. This equity was deployed into a portfolio of 51 industrial properties and development opportunities including 
Jandacot Airport in Perth and its associated industrial sites.  

We reduced our exposure to long WALE REITs by trimming Charter Hall Long WALE REIT and Waypoint REIT and 
cycled the proceeds into Spark Infrastructure Group prior to the takeover bid. 

We trimmed the position in Dexus Property Group, which has recovered strongly off COVID-19 lows after office rents 
and leasing outcomes were better than very low market expectations. Furthermore, Dexus has achieved success in 
growing its funds management business and we now believe this is recognised in consensus forecasts.  

 

Dividend Yields 
Real Assets look well placed maintain their high payouts and strong dividend growth given the tailwind of population and 
urbanisation benefits, the cashflow recovery from reopening and real assets demonstrating pricing power. 

The Fund’s next twelve-month (NTM) yield of ~5.2%3 %* is attractive in absolute terms and the investment merits look 
all the more appealing given the double-digit consensus growth in income expected when forecasts for the next two 
years are considered.   

 

Outlook 
Utilities 

• Despite COVID-19 and La Nina weather disruptions, utilities such as gas pipelines and electricity grids face less 
risk, as returns are largely regulated or contracted, they satisfy basic household needs and remain defensive.  

• Many transmission/distribution utilities are well positioned for growth from energy transition and a large 
renewables spend, as they facilitate connections to the network. 

• Recent corporate activity reflects this attractive transition driven investment opportunity, where needed asset 
base growth may be up to three times more normal population growth like levels.    

• Australian integrated generation utilities headwinds are beginning to abate as  lower energy prices and weather 
impacts pass through. 

Infrastructure  

• As COVID-19 restrictions have eased, we are seeing toll road traffic data rapidly improving, with commuters 
showing a preference for private transport ahead of shared transport. 

• Airport passenger traffic recoveries are expected, but we see some airports as lacking pricing power going 
forward as prolonged travel closures impact airline tenant health.  

• Longer term for Airports, we see business travel negatively impacted due to the significant uptake and success 
of video conferencing.  

REITS 

Retail  
Most affected by COVID-19 but bouncing back. 
 
3 Source: Franklin Templeton 
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• Local, everyday needs assets doing well, with robust sales driven by basic household consumption. 

• Despite periodic, short lockdowns, re-opening data points to a quick re-open snap-back. Larger, more 
discretionary mall’s pricing power looks solid, but CBDs are lagging. 

• On the other side of this crisis dual ‘clicks and mortar’ retail solutions look best placed to meet customer needs 
and have done well to date, with localised everyday needs retail’s role as last mile logistics solutions an option 
on further upside.   

Office  
Long tenant leases are buffering any immediate COVID-19 impacts, while buying interest remains strong. 

• Vacancy heading up and rents down with rents changing typically by 2.5x the movement in occupancy, but office 
owners cushioned from immediate impacts by average lease terms of 4/5 years. 

• Our preference remains lower rent, more affordable office space rents with a suburban skew where tenants are 
less impacted by work from home downsizing and this area has stabilised after rent pressure.  

• Strong direct property demand pricing supporting listed NTA valuations. 

• Work from home headwinds, softer demand from bigger users will weigh on markets for some time, especially 
in CBD’s. 

Residential 
Population still driving demand, standalone houses look better for volume growth. 

• Lower borrowing costs still driving strong demand for house and land, while medium density is soft, but showing 
some signs of life.  

• Existing dwelling prices up strongly with ongoing credit availability the driving force, underlying housing demand 
from no immigration not yet a factor.  

• Higher-density dwelling volumes will see a much deeper slowing cycle, we prefer urban growth corridor master-
planned communities.  

• Land lease communities emerging as the most attractive and sizeable build-to-rent opportunity for REIT on 
balance sheet investment, with the social dividend of affordable housing, strong tenant need and well-balanced 
returns all coming together.  

Industrial  
Attractive returns supported by strong demand. 

• Demand remains very strong from logistics innovation, online retail and growing cities driving the need for new 
space from new and existing tenants.  

• Land scarcity (especially in Sydney) is resulting in rising rents, and this has begun to spread more broadly into 
other markets. 

• Fundamentals look the most robust of all the sub-sectors, AREIT landlords deploying new capital here as 
balance sheet rental assets increase.  

We continue to be vigilant on the impact of incremental information on our base thinking and portfolio 
positioning. 
Our focus is on real assets with pricing power in a post COVID-19 more inflationary world.  
We are both optimistic in outlook and see opportunity in listed real assets, which we believe presently offer 
attractive valuations and yields.  
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IMPORTANT INFORMATION  
 
Past performance is not a guide to future performance. 

 
This publication is issued for information purposes only and does not constitute investment or financial product advice. 
It expresses no views as to the suitability of the services or other matters described in this document as to the individual 
circumstances, objectives, financial situation, or needs of any recipient. You should assess whether the information is 
appropriate for you and consider obtaining independent taxation, legal, financial or other professional advice before 
making an investment decision. 
 
Please read the relevant Product Disclosure Statements (PDSs) and any associated reference documents before making 
an investment decision. In accordance with the Design and Distribution Obligations and Product Interventions Powers 
requirements, we maintain Target Market Determinations (TMD) for each of our Funds. All documents can be found 
via www.franklintempleton.com.au or by calling 1800 673 776.   
 
Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849, AFSL 240827). Franklin Templeton Australia 
Limited as Responsible Entity has appointed Martin Currie Australia as the fund manager of the Martin Currie Real 
Income Fund (ARSN 146 910 349). 
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