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Singapore Property Sector
Sweeping changes to property cooling measures to dampen sentiment

Timing and extent of tightening a surprise

While policy tightening has been a key risk to watch for the residential
market and property developers sector, we view the timing and extent of
tightening to property cooling measures as announced on 15 December
as a surprise, given that YTD private property price increase of 5.3%
have been in line with GDP growth in 2021, buying has been driven
by local Singaporeans, while the government has most recently in
November 2021 noted that 'HDB new and resale flats continue to
remain affordable, as incomes have generally kept pace with new and
resale flat prices over the past few years.'

Regardless, the government highlighted in its press release that private
prices increased 9% cumulatively since 1Q20, while HDB resale prices
rose 15% since 1Q20, and that despite house price-to-income ratio
remaining below the historical average, 'there is clear upward
momentum' which 'if left unchecked, prices could run ahead of
economic fundamentals, and raise the risk of a destabilising correction
later on. Borrowers would also be vulnerable to a possible rise in
interest rates in the coming years.'

Key changes to measures: (1) Additional buyer’s stamp duty (ABSD)
rates have been raised across the board by 5-15 pp (except first
property purchases by citizens and PRs. (2) Tightening of total debt
servicing ratio threshold (TDSR), from 60%, to 55%. (3) The loan-to-
value (LTV) limit for HDB housing loans will be tightened by 5 pp, from
90%, to 85%. The revised LTV limit does not apply to loans granted by
financial institutions, for which the LTV limit remains 75%.

Development risk significantly heightened, en-bloc market likely
to stall, especially as government supply is increased
ABSD rate has been raised, from 25%, to 35%, for developers
purchasing any residential property, including land. In addition to this
35% ABSD rate, the non-remittable component remains unchanged at
5%. This would equate to higher development risk, given the need for
developers to complete the sale of all units within five years. Further,

the government will be increasing the supply of both public (HDB) and
private housing to meet housing demand, with details to be announced
on 16 December. Together with the higher development risk, we believe
the en-bloc market, which has been picking up momentum, is likely to
largely cease from hereon.

Figure 1: ABSD rates have been raised by 5-15pp

Source: Credit Suisse estimates

Valuations have been cheap; overhang removed, beyond the
near-term correction?

Developer valuations (excl. CLI) have been 'cheap', at 0.58x P/B, c.
1 SD below 10-year averages of 0.77x (historical average of 0.98x),
although there could be downside risk relative to recent low of 0.46x.
Subsequently, however, a key overhang (i.e., the risk of cooling
measures) has arguably been removed, which could pave the way for
bottom-up outperformance. CLI (non-developer) remains our top pick in
the property sector.

Figure 2: Developer valuations (ex-CLI) have been cheap; but near term negative
knee jerk reaction still likely

Source: Refinitiv Datastream, Credit Suisse estimates

The government announced a raft of tightening to property cooling
measures to 'dampen broad-based demand', targeting both private
and HDB markets. We view the timing and extent as a surprise, and
expect developers to witness a negative knee jerk reaction as a result.

▪

ABSD rates were raised across the board by 5-15 pp (except first
property purchases by citizens and PRs), while HDB loans' LTV
is down, from 90%, to 85%. 10 pp hike in ABSD (remittable) for
developers to 35% would elevate development risks and temper land
bids & en-bloc. In particular, tightening of TDSR, from 60%, to 55%,
is expected to dampen affordability, especially for local upgrading
demand, which has been driving the market thus far.

▪

Given the demand-supply imbalance, which has been driving the
residential market, the extent of supply side measures would be key to
watch on 16 December, when the government will announce supply
increases across both private and HDB to meet demand.

▪

Developer valuations (ex-CLI) have been 'cheap', at 0.58x P/B, c.
1 SD below 10-year average of 0.77x (historical: 0.98x), although
there could be near-term downside relative to recent low of 0.46x.
Subsequently, however, a key overhang has arguably been removed.

▪
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Valuation Methodology and Risks

Target Price and Rating
Valuation Methodology and Risks: (12 months) for CapitaLand Investment (CAPN.SI)
Method: Our TP of S$4.00 is based on a SOTP based methodology, based on 20x P/E on fund management, 17x P/E on property

management and 18x EV/EBITDA on lodging management fees in line with listed peers, appraised investment property valuations,
estimated book value of unlisted funds and market value/target prices of covered/uncovered listed REITs' valuations. With its Real
Estate Investment Management (REIM) peers trading at significantly higher multiples, CLI offers attractive valuations amidst strong
earnings growth trajectory that is set to improve, hence our OUTPERFORM rating.

Risk: Risks to our TP of S$4.00 and OUTPERFORM rating include: (1) weaker than expected recovery in lodging RevPAR, (2) slower
than expected growth in CLI's FUM and lodging units under management, (3) funds underperformance resulting in lower than
expected investment returns and fund withdrawals.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Frasers Property Limited (FRPL.SI)
Method: Our TP of S$1.17 and NEUTRAL rating is based on a 45% discount to our reappraised net asset value (RNAV) of S$2.13 per

share. The RNAV is calculated based on FPL's portfolio of assets. For residential properties, we estimate net present value (NPV)
of net profits from its residential properties based on our assumed take-up schedule and selling prices using 8% and 12%
discount rates for Singapore/Australia/UK and China/other countries, respectively. For the subsidiaries we cover such as FCT, we
have used the respective target prices for our RNAV. With low visibility on dividends amid headwinds facing key divisions, expect
limited near-term upside, hence our Neutral rating.

Risk: The main risk to our target price of S$1.17 and NEUTRAL rating for FPL is if the real estate markets in the countries in which the
company is present do not perform as forecast. This would lead to revisions to our RNAV assumptions and thereafter target price
revisions. Given that a majority of earnings are dervied from Singapore, Australia, and Europe, any government policy changes in
these countries would also be a key risk.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for UOL Group (UTOS.SI)
Method: Our target price of S$9.20 for UOL Group is based on a 20% discount to our reappraised net asset value (RNAV) per share of

S$11.53. The RNAV is calculated based on UOL's portfolio of assets. For residential properties, we estimate net present value
(NPV) of net profits from its residential properties based on our assumed take-up schedule and selling prices over the next ten
years using a 8% and 12% discount rate for Singapore and overseas, respectively. Given valuations remain attractive, the potential
restructuring of UIC, and sizeable recurring income base, we have an OUTPERFORM rating on UOL.

Risk: Key risks to our target price of S$9.20 and OUTPERFORM rating for UOL Group include competition in acquiring additional land
bank, execution risks in its overseas projects, and macroeconomic risks, which would lead to revisions to our NAV assumptions,
and thus target price.

Companies Mentioned (Price as of 15-Dec-2021)
CapitaLand Investment (CAPN.SI, S$3.44)

Frasers Property Limited (FRPL.SI, S$1.15, NEUTRAL, TP S$1.17)

UOL Group (UTOS.SI, S$7.1, OUTPERFORM, TP S$9.2)
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