Defensive investments provide haven in stormy times
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IT IS no secret that the direct and unlisted property market is continuing to outperform the listed competition and that is expected to continue as the credit crunch bites.

Don Williams of Australian Unity, who heads the group's Platypus Asset Management, said an extended pause in the current bull run was unfolding and this would affect all forms of investment.

"Cost pressures are squeezing profit growth across the board and valuation expansion is unlikely," he said. "The longer-term concerns have not dissipated with inflation being driven by higher commodity prices. Inflationary expectations have yet to be adjusted."

Mr Williams said government bond yields were dramatically mispriced for a higher inflationary environment.

This concern had been reflected in the weakness of the listed property trust sector in recent months, which had led more investors to the unlisted and more protected direct property sector. The Australian Direct Property Investment Association released its latest Investment Performance Report from the research and consulting group Atchison Consultants during the week. It showed that over the past 10 and 20 years, direct property provided strong returns, the highest distributions, lowest volatility and best risk-adjusted returns when compared with other main asset classes, including shares.

The association's president, Linden Toll, said there was little doubt there had been tremendous turmoil in investment markets over the past 12 months. "The property market has been no exception," Mr Toll said.

"However, direct property is unique in that valuations are not sentiment-driven. It is therefore less likely to suffer the dramatic highs and lows of other markets and generally has a low performance correlation to other asset classes, which makes it ideal for defensive investment in a balanced portfolio."

The managing director of Atchison Consultants, Ken Atchison, said direct property provided returns of 11.8 per cent over 10 years and 9.1 per cent over the past 20 years.

"Importantly, it did this at the lowest level of volatility and lowest downside risk of any other investment," Mr Atchison said.

