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Asia-Pacific (AP) REITs: Solid regional fundamentals drive outlook
Real Estate Investment Trusts (REITs) are an increasingly popular investment due to their income
generation and portfolio diversification properties. In this note, the Singapore equities team shares
why this is particularly true in Asia: Strong economic growth, coupled with corporate plans to build
logistical hubs and data centers, have bolstered Asia-Pacific (AP) REITs prospects, offering
investors an attractive long-term opportunity.
I.

REITs: Performance and return characteristics

REITs traditionally are an attractive investment as they generate steady income streams and offer capital
appreciation potential.
Through October 31 2017, Asia-Pacific REITs1 have posted a 14.9% annualized return (Figure 1). Price
return accounted for 8.6% of the return, while dividend income accounted for 6.3%- an attractive yield in
today’s low interest rate environment. Lower interest rates largely drove performance over the past eight
years: increased investor demand for REITs due to the potential of dividend income and capital
appreciation, was met with increasing supply among REIT providers on the back of lower financing costs
and rising asset prices.
AP-REITs’ returns are also due to several unique properties of the investment.
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Figure 1: Pan Asia REITs performance, October 2009- October 2017
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AP REITs refers to returns of S&P Pan Asia ex-Japan AU, NZ, (USD) Gross Return Index.
Bloomberg, Manulife Asset Management,
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First, REITs as an ‘alternative investment’ provide diversification benefits for investors. For investors with
a portfolio, AP REITs have relatively weak (historical) correlation with other popular investments such as
US bonds (0.29), commodities (0.41), and US equities (0.57) over roughly the past decade (Figure 2)3.
They also provide potential diversification benefits for investors holding Asian bonds (0.71) and Asian
equities (0.80) 4.
5

Figure 2: AP REITs correlations with major asset classes

Second, REITs provide attractive risk-adjusted returns versus other asset classes. As Figure 3
illustrates, AP REITs offer the highest annualized return among the examined asset classes over the
time period, with lower annualized volatility than other REITs (World and US), commodities, and AsiaPacific (ex-Japan) equities.
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Bloomberg as of September 2017. Asset classes represented by: Asia Pacific REITs = S&P Asia Pacific REIT ex Japan TR Index, World
Equities = MSCI World GR USD Index, Global Bonds = BofAML Global Corporate Index, US Equities = S&P 500 TR Index, US Bonds =
BofAML US Corporate and Government Index, Asia Equities = MSCI AC Asia ex Japan GR USD Index, Asia Bonds = JPMorgan Asia Cred it
USD Index, Emerging Market Equities = MSCI EM GR USD Index, Emerging Market Bonds = JPMorgan EMBI Global TR USD Index,
Commodities = S&P GSCI TR USD Index Source: Bloomberg 31 October 2017, Monthly returns in USD.
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Bloomberg as of September 2017.
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Bloomberg, correlation table covers October 2008 to September 2017.
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Figure 3: AP REITs offer attractive risk-adjusted returns

II. AP REITs: Investment Outlook
The outlook for AP REITs is positive based on solid regional fundamentals, even in the face of potential
interest rate increases.
Robust economic and segment growth
The recent recovery in the AP REIT market is linked to buoyant economic conditions globally and in
Asia. In Singapore, a major regional real estate market, third quarter GDP growth was 4.6%, a near-term
high. Hong Kong, another key real estate market, recorded the fastest growth in five years in the second
quarter of 2017 on the back of continued economic stabilization in China. While this robust pace of
growth may not be maintained, solid regional growth prospects will likely continue.
The growth outlook, coupled with increasingly attractive valuation prospects, explains why we are
positive on the asset class. By geographical market, we currently have a small overweight in the
Singaporean real estate market. In particular, we are constructive on the office and industrial segments.
With valuations rising in Singapore to meet existing market demand, we are concentrating on prime
office space in the Central Business District (CBD). Indeed, growth in grade A office rents in Singapore
turned positive in the third quarter of 2017 for the first time in nearly two years with positive news flow
and increased land bidding for new office space.
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Asset classes are represented by: AP REITs = S&P Asia Pacific REIT ex-Japan TR Index, World REITs = MSCI World REITs USD Index, US
REITs = MSCI US REITs Gross TR Index, US Equities = S&P 500 TR Index, Asia Equities = MSCI AC Asia ex-Japan GR USD Index, Global
Equities = MSCI TR Gross World USD Index Asia Bonds = JPMorgan Asia Credit USD Index, Global Bonds = BofAML Global Corporate Index,
Commodities = S&P GSCI TR USD Index Monthly total returns in USD Manulife Asset Management, Bloomberg, risk-return timetable covers
October 2008 to September 2017.
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Singapore’s unique regional position: logistical warehouses and data centres
The industrial segment is also attractive due to Singapore’s unique regional position as a logistical and
data centre hub. As companies add to existing capacity in these growing industries, and new companies
enter the region, we view Singapore’s real estate market as a key beneficiary of this trend. This augurs
increased demand for limited warehouse space and other development spaces in the city-state.
Finally, improved economic prospects also will likely boost the hotel and resorts segment. We have
added some exposure to this segment due to the stabilizing RevPAR (Revenue Per Available Room)
after 1-2 years of decline in the hospitality segment. We believe that this trend will continue to be positive
into next year with a clear pipeline of supply absorption due to an increase in convention activity.
Resilient performance during interest rate increases
Even with these positive factors, investors may worry about the prospect of future interest rate increases
as developed countries’ central banks undertake monetary tightening. AP REITs have shown resilience
in previous interest rate hiking cycles. Figure 4 shows the performance of AP REITs during the interest
rate hike cycle of 2004-2006. Although there is initially volatility for REITs around the time of the interest
rate hike, their performance trended higher during this period of rising interest rates.
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Figure 4: AP REITS performance in a rising interest rate environment
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US REITs = MSCI US REIT Index, Australia REITs = S&P/ASX 300 A-REIT Index, Singapore REITs = FTSE ST REIT Index, Asia Pacific ex
Japan Equities = MSCI AC Asia Pacific ex Japan Index. Performance figures are in USD, and were re-based to 100 from 2 September 2002.
Based on total returns. Source: Bloomberg, Manulife Asset Management, as of 31 December 2006.
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III.

AP REITs: Risk Management

With REITs, as with all investments, robust research capabilities are critical for success and serve as the
foundation for risk management. Our team adopts a fundamental bottom-up approach when researching
possible investments to include in the portfolio (Figure 5). All companies that we invest in must meet the
criteria that are a part of our investment framework. Thus, our risk management framework ensures that
every REIT included in the portfolio meets the strict requirements of our investment portfolio. Robust due
diligence is conducted to maintain these requirements including site visits, management meetings,
analyst meetings, and internal assessments on a continual basis.
Figure 5: Bottom-up REIT investment process8

IV.

Conclusion

AP REITs offer investors an attractive mix of regular income, attractive risk-adjusted returns, and
portfolio diversification properties. The outlook for the asset class is positive in Asia: strong economic
fundamentals, coupled with growing demand in several key real estate segments, will serve as catalysts
moving forward.

………………………………………………………………………………………………………………………………………
8

Manulife Asset Management. GCMV : Growth, Cash Generation, Management, Valuation.

5

Disclaimer
Manulife Asset Management is the asset management division of Manulife Financial. The information and/or analysis contained in this material have been
compiled or arrived at from sources believed to be reliable but Manulife Asset Management does not make any representation as to their accuracy,
correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis contained
herein. Neither Manulife Asset Management or its affiliates, nor any of their directors, officers or employees shall assume any liability or responsibility for
any direct or indirect loss or damage or any other consequence of any person acting or not acting in reliance on the informat ion contained herein.
This material was prepared solely for informational purposes and does not constitute a recommendation, professional advice, an offer, solicitation or an
invitation by or on behalf of Manulife Asset Management to any person to buy or sell any security. Nothing in this material c onstitutes investment, legal,
accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual c ircumstances, or otherwise
constitutes a personal recommendation to you. The economic trend analysis expressed in this material does not indicate any future investment performance
result. This material was produced by and the opinions expressed are those of Manulife Asset Management as of the date of t his publication, and are
subject to change based on market and other conditions. Past performance is not an indication of future results. Investment involves risk, including the loss
of principal. In considering any investment, if you are in doubt on the action to be taken, you should consult professional advisers.
Proprietary Information – Please note that this material must not be wholly or partially reproduced, distributed, circulated, disseminated, published or
disclosed, in any form and for any purpose, to any third party without prior approval from Manulife Asset Management.
These materials have not been reviewed by, are not registered with any securities or other regulatory authority, and may, where appropriate, be distributed
by the following Manulife entities in their respective jurisdictions.
Indonesia: PT Manulife AsetManajmenIndonesia. Malaysia: Manulife Asset Management Services Berhad. Thailand: Manulife Asset Management
(Thailand) Company Limited. Singapore: Manulife Asset Management (Singapore) Pte. Ltd. (Company Registration Number: 200709952G). Vietnam:
Manulife Asset Management (Vietnam) Company Ltd. Australia, South Korea and Hong Kong: Manulife Asset Management (Hong Kong) Limited in Hong
Kong and has not been reviewed by the HK Securities and Futures Commission (SFC). Philippines: Manulife Asset Management and Trust Corporation
Japan: Manulife Asset Management (Japan) Limited. Taiwan: Manulife Asset Management (Taiwan) Pte. Ltd. (Investment is not protected by deposit
insurance, insurance guaranty fund or other protection mechanism in Taiwan. For the disputes resulted from the investment, you may file a complaint to the
Securities Investment Trust & Consulting Association of the R.O.C. or Financial Ombudsman Institution. License No. 106 Jin-Guan-Tou-Xin-Xin-008
"Independently operated by Manulife Asset Management (Taiwan) Co., Ltd." /6F., No.89, Songren Rd., Taipei, Taiwan 11073, Tel: (02)2757-5999,
Customer Service: 0800-070-998.
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