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Prospect of lower rates makes Asian REITs
an increasingly vibrant asset class

Multi-year growth story could be in store

With borrowing costs expected to decline in 2024, Asian real estate investment trusts (REITs) have the
makings of a multi-year growth story that global investors may find hard to ignore.

By the Nikko AM Asian Equity Team
19 March 2024

Asian REIT market still has plenty of room for growth

The Asian REIT market is the second-largest REIT market globally?, but there is still plenty of room for growth. As REIT
regulations and listing processes become increasingly market-friendly in newer REIT markets, we expect more asset
owners to securitise their real estate into REIT products, driving greater investor interest.

More regions, and more types of real estate

That interest is partly due to the fact that Asian REIT investors can gain broad exposure to different countries—each
with their own distinct real estate market—while also gaining access to several types of property with different return
characteristics. For example, Asia is where non-traditional assets such as data centres are benefitting from secular
artificial intelligence (Al) and big data themes. These “new economy” assets are critical for the digital age, and while
they are typically constrained by limited power supply, this only serves to enhance their value as an asset class with
multi-year attractiveness.

Similarly, the demand for logistics facilities is closely tied to the rise of e-commerce and the consequent increase in
warehousing needs. This trend underlines the robust nature of logistics as an asset class within the REITs universe,
promising sustained growth as e-commerce continues to expand its footprint.

1 Source: Bloomberg, company data, as of March 2024
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Positioning for lower rates: REITs are direct beneficiaries of lower rates

While the performance of Asian REITs was hampered during the rising rate environment, there are several reasons
why they will be well positioned when rates begin their path towards normalisation.

First, the supportive backdrop created by lower rates may have a buoyant effect on capital values across real estate
sectors, in turn spurring a recovery in transactions, as more investors are encouraged to enter the market seeking
higher yields than available in the bond market. Lower rates also mean a cheaper cost of capital. REITs often rely on
debt for acquisitions and developments, and reduced rates mean they can incrementally acquire new properties,
adding assets to their portfolios that immediately contribute to earnings, enhancing value for investors.

Reduced interest expenses also mean REITs can service their debt more comfortably and potentially take on
additional leverage if needed to capitalise on growth opportunities, while maintaining a healthy balance sheet. Lower
rates also help by driving down interest expenses and leading to growth in distribution per unit. This, in turn,
translates into an increase in the cash flow available to return to investors, bolstering the overall appeal of REITs as an
income-generating asset class.

REITs display resilience even through a “higher for longer” rates environment

At the same time, Asian REITs remain an attractive asset class even if higher interest rates persist for longer. REITs are
a useful hedge against inflation due to their rental income, which usually includes fixed annual increases, helping to
ensure that the income generated by REIT-owned properties grows over time, potentially in line with or above the
rate of inflation. Additionally, lease agreements with tenants frequently incorporate cost pass-through clauses,
allowing property owners to transfer some inflationary costs back to the tenants. For instance, in a market with strong
fundamentals such as Singapore, this translates into a robust capacity for REITs to mitigate inflationary pressures. As
costs rise, these can be partially or fully passed through to tenants, ensuring that the income from REITs remains
stable or even increases, thereby preserving and potentially enhancing investor value despite the eroding effects of
inflation on purchasing power.

Nikko AM's approach to Asian REITs

At Nikko AM, we look for Asian REITs that are attractively-valued with positive fundamental changes and strong
sustainable returns. We look for growth in new economy sectors (such as data centres), and companies with
management executing a strategic turnaround. We believe that commercial REITS may be better leveraged for a rate-
driven recovery as they mainly have exposure to Singapore where their operations have been resilient.

An example is a Singapore-listed REIT owning a diversified property portfolio including logistics properties, high-spec
industrial properties, business parks and general industrial properties. In our view, such a REIT can successfully “future-
proof” its portfolio by recycling older assets at a premium to invest in higher-quality assets.

Over the past 15 years, the growth of global listed real estate has been led by the emergence and expansion of the
REIT asset class. But right now, Asian REITS offer considerable upside for investors worried about a prolonged higher-
rate environment or those who might want to take advantage of long-term opportunities as rates begin to fade. This
is particularly timely, considering Singapore and Hong Kong REITS also offer a substantial yield spread of 310-390
basis points over the respective countries’ 10-year bond yields?, with attractive valuations and considerable potential
for price appreciation.

2 Source: Bloomberg, company data, as of March 2024
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Chart 1: Growth of global listed real estate driven by REIT markets
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Source: FTSE EPRA NAREIT, Bloomberg, Datastream, EPRA, UBS as at 29 February 2024
UBS and other third parties are the owner of the copyright of the charts. All rights reserved. Reproduced with
permission. May not be forwarded or otherwise distributed.

Table 1: EPRA Total Markets Table
Global listed real estate: 8.3% of total real estate and 2.8% of equities

Total real estate  Listed real Numberof % listed tototal Stock market Listed real REITs market % Listed to GDP
(USD bin) estate(USD bln)  companies (USD bin) estate vs. stock cap (USD bln)

Region market (%)
UK 3,192 79 70 2.5% 3,090 2.6% 73 2.4%
France 1,309 56 46 4.3% 3,272 17% 53 1.8%
Germany 1,909 79 49 4.1% 2411 3.3% 2 1.8%
Total Europe 11,249 463 494 41% 17,070 2.7% 186 21%
Japan 1,988 217 149 10.9% 6,235 3.5% 109 5.1%
Hong Kong 333 156 83 46.9% 4727 3.3% 19 40.5%
China 5578 283 241 5.1% 9538 3.0% 4 16%
India 644 87 117 13.5% 4,202 2.1% 12 2.3%
Australia 1,486 107 54 7.2% 1671 6.4% 101 6.3%
Singapore 413 106 64 25.6% 407 26.0% 72 212%
Total Asia Pac 13219 1,130 1,197 8.6% 32,762 35% 356 3.3%
Total Middle East, Africa 1,880 178 269 95% 5218 3.4% 29 4.0%
Latin America 1279 42 318 33% 1,663 25% 29 0.9%
North America 12,259 1,409 282 115% 53376 2.6% 1,383 4.8%
Total Global 39,886 3,222 2,560 8.1% 110,089 2.9% 1,983 3.4%

Source: EPRA, UBS as at 4Q 2023
UBS and other third parties are the owner of the copyright of the charts. All rights reserved. Reproduced with
permission. May not be forwarded or otherwise distributed.

Note: Total real estate (high quality commercial) estimated using 45% of GDP, based on a formula devised by Prudential Real Estate Investors, as
published in “A Birds Eye View of Global Real Estate Markets.” In developing countries, the figure is lower. Listed Real Estate is that portion held
via alisted form.

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM's investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
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prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM s strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July
2013 (No. A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management
Americas, Inc. is a United States Registered Investment Adviser.

Singapore: Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contem plated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.
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Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's con sideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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