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Singapore REITs 
Still awaiting the elusive 2016 rate hike 
 
SINGAPORE | REAL ESTATE (REIT) | UPDATE 

What is the news? 
 Expectations have been rising in recent months for Fed rate hike in December 

Rising expectations in recent months for a December rate hike by the Federal Reserve 
may have gotten investors jittery about the knee-jerk reaction that might be caused to 
the REIT markets. Current polled odds from Bloomberg for a December rate hike stand 
at c.67%, an increase from a mere 7.7% on 27 June 2016, the Monday after the Brexit 
referendum.  
 

Figure 1: Rate Hike Probabilities Chart for December 2016 Federal Reserve meeting 
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How do we view this? 
 Different causes for investors’ concerns 

REIT investors’ concerns over rising interest rates are manifested in several ways. 
Firstly, rising interest rates impact REITs in a few major ways, most notably in rising 
credit costs since this represent the biggest cost component for REITs. Traditionally 
viewed as quasi-yield instruments, rising interest rates also narrows the spread of REIT 
yields vs the risk-free yield, defined as the country’s 10 year government bond yield. 
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 Global interest rates on a downtrend 
While the Federal Reserve prepares to hike rates for only the second time since the 
Global Financial Crisis (GFC), other major central banks such as the European Central 
Bank (ECB) and Bank of Japan (BOJ) continue to adopt loose monetary policies. Global 
interest rates have generally trended down, with the Eurozone and Japanese 10 year 
bond yields hitting negative territory. The downward trend in long term government 
bond yields has enhanced the attractiveness of REITs. 

 
Figure 2: Global government bond yields trending down in a decades-old bond rally 

 
Source: Bloomberg, Phillip Securities Research (Singapore) 

 
 REITs do perform in a rising interest rate environment. Even outperformed 

mainboard index 
During the last rate hike cycle from November 2004-2007, Federal Fund rates moved 
up from less than 2% to around 5% in three years. In that same period, the major REIT 
indices correspondingly improved. The US, Australian and Singapore REIT indices 
gained 32%*, 42% and 67% respectively. US and Singapore REITs indices also 
outperformed their mainboard indices’ gains of 26% and 53% respectively. Outside of 
the US, Japan, Australia and Singapore are the three largest REIT markets by market 
capitalization in Asia. 

 
Figure 3: Major Regional REIT markets  

Market Number of REITs Market Cap (US$b)

US 249 1107

UK 42 63

Japan 54 111

Australia 47 108

Singapore 38 50

Hong Kong 11 30  
Source: Bloomberg, Phillip Securities Research (Singapore) 

 
 
 
 
 
 
 
 
*US REIT index data from June 2005-2007 
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Figure 4: REITs performed during last rate hike cycle 2004-2007  
 

 
Source: Bloomberg, Phillip Securities Research (Singapore) 

 
 
Figure 5: S-REITs outperformed benchmark STI during last rate hike cycle 2004-2007  

 

 
Source: Bloomberg, Phillip Securities Research (Singapore) 

 
Figure 6: S-REITs, US REITs outperformed 

S&P 500 MSCI US REIT Index

26% 32%

STI FTSE Straits Times REIT Index

53% 67%

S&P/ASX 200 S&P/ASX 200 A-REIT Index

50% 42%

% Appreciation November 2004  - 2007

 
Source: Bloomberg, Phillip Securities Research (Singapore) 
 

 
US, Australian and Singapore REITs 
gained 32%, 42% and 67% 
respectively in last rate hike cycle. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
US and Singapore REITs 
outperformed their respective 
benchmark indices in the last rate 
hike cycle 
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With these statistics, we gather that the more important thing to note about rising interest 
rates is that rising rates accompanied by strong country growth would actually be 
beneficial to REITs, with improving corporate earnings and consumer spending power. 
What is also important is the bigger picture to consider given that Federal Reserve Chair 
Janet Yellen has repeatedly emphasized that the pace of rate hike will be slow and gradual 
and most probably “data-dependant”. 
 
Measuring the historical performance of major regional REIT markets post GFC 
We take a closer look at the performance of the Australia, Singapore and Hong Kong REIT 
indices post GFC. These are the three largest REIT markets by market capitalization in Asia-
ex Japan. From 2010 post GFC until now, Hong Kong REITs have outperformed with a 102% 
return, followed by Australian REITs 59% and Singapore REITs 25%. Consequently, the 
stronger appreciation in the REIT prices of Hong Kong and Australian REITs has translated 
to lower gross forward yields vs S-REITs. 
 
Figure 7: Performance of regional REIT markets (Post GFC to now) 
 

 
Source: Bloomberg, Phillip Securities Research (Singapore) 

 
Figure 8: Gross forward dividend yield of major regional REIT markets 
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Hong Kong and US REITs 
outperformed from post GFC 2010 
until present. 
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Current Yield Spreads for major REIT markets – ASX, US, Singapore 
Despite the lower gross forward dividend yields for US and Australian REITs, yield spreads 
vs their respective 10 year government bond yields appear to be more “attractively priced” 
with the Australian and US yield spreads trading at >1s.d. from the mean (2010 to present). 
 
Figures 9-11: Yield Spreads for Regional REITs (REIT vs 10 year bond yields) 
 
Australian Yield Spreads: at 2.57%, >1s.d. away from the mean (from 2010-present) 
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Singapore Yield Spreads: at 3.82%, close to the mean (from 2010-present) 
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Based on spreads, Australian and US. 
REITs look “cheaper” vs Singapore 
REITs. Despite having lower spreads 
in absolute amounts, Australia and 
US yield spreads are trading at >1s.d. 
above the mean. 
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US Yield Spreads: at 2.91%, >1s.d. away from the mean (from 2010-present) 
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Advantages of investing in REITs vs Physical Properties – Table of returns for different 
asset classes 
Low interest rates amidst the easy monetary policies since the GFC have led to an influx of 
institutional and private investment capital into properties. Besides offering better 
liquidity, affordability (board lot size of 100 shares), accessibility to overseas and unique 
asset classes such as golf courses, hospitals and shopping malls, REITs also offer investors 
tax savings. While investors in physical properties have to fork out property tax and rental 
income tax, REIT investors are exempted from both capital gains and dividend taxes. On 
the REIT end, local REITs with locally sourced rental income are also exempted from tax, 
provided they pay out 90% of the income as dividends. 
 
REITs also offer investors access to professional management teams who are able to carry 
out asset enhancement initiatives to achieve higher rental yields on costs, which would be 
more difficult to achieve on an individual basis. An example will be the acquisition of Iluma 
Mall by CapitaLand Mall Trust (CMT) in 2011 for S$295m. Within two years of acquisition, 
after some asset enhancement initiative works, CMT achieved a yield on cost of 7.1% by 
2013, a rental yield which outperformed even those of suburban malls at high 5s to 6%. 
 

Index Level

S-REIT index
All Private Resi 

include EC

Private Residential 

CCR (Non-Landed)

Private Residential 

OCR (Non-Landed)
Office Space Shop Space

2010 Q1 617 125.1 122.4 125.7 93.7 107.5

Current 764 140 129.4 156.5 136.1 123.9

Change 24% 12% 6% 25% 45% 15%  
Source: Bloomberg, REALIS, Phillip Securities Research (Singapore) 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
US Yield Spreads at levels last seen 
only during the GFC. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Post GFC returns: S-REITs offered 
better/comparable returns vs most 
other physical asset classes except for 
physical office space 
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Investment Actions 
We re-iterate our Equal Weight call on the S-REIT sector. 

Rating
Target Price 

(S$)

Last Close Price 

(S$)

Retail

CapitaLand Retail China Trust Accumulate 1.62 1.575

Croesus Retail Trust Accumulate 0.93 0.85

Frasers Centrepoint Trust Neutral 2.00 2.08

Commercial

CapitaLand Commercial Trust Reduce 1.29 1.535

Industrial 

Keppel DC REIT Accumulate 1.29 1.21

Mapletree Industrial Trust Neutral 1.72 1.7

Soilbuild Business Space REIT Neutral 0.72 0.71

Cache Logistics Trust Reduce 0.81 0.875

Healthcare 

First REIT Accumulate 1.32 1.35  
Source: Bloomberg, Phillip Securities Research (Singapore) 
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from 
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or 
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this 
report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to 
supply any corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars 
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the 
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge 
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the 
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