Direct property reigns: study
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Strong total returns, highest level of income and low volatility – direct property fits the bill and has beaten all other major asset classes in fattening investors’ bottom lines in the last 20 years, new research shows.

According to the Australian Direct Property Investment Association (ADPIA) and Atchison Consultants, direct property provided strong returns, the highest distributions, lowest volatility and best risk-adjusted returns when compared against other major asset classes including shares.

The asset class provided returns of 11.8 per cent over 10 years and 9.1 per cent over the past 20 years. It also provided income returns of 7.1 per cent per annum over 10 years, and seven per cent over 20 years. 

It was however important to note that this was churned out at the lowest level of volatility and lowest downside risk of any other investment, according to Atchison Consultants managing director, Ken Atchison. 

Meanwhile direct property has also provided a very low level of income volatility of asset classes, delivering 0.2 per cent per annum over the last 10 years to December 2007. Over the last 20 years, the sector provided a low income volatility of 0.3 per cent per annum, compared with listed property (10.6 per cent), overseas shares (13.8 per cent) and local shares (10.6 per cent).

“Direct property is unique in that valuations are not sentiment driven,” said ADPIA president Linden Toll.

“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 within a balanced portfolio,” said Toll.

“The study shows that investors should be increasing property allocations from five and 10 per cent to 20 per cent in balanced, growth and high growth portfolios. When negative returns are reduced it is less likely the investors will take inappropriate defensive investment decisions as a response and will focus on longer term objectives,” said Atchison.
