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SECTOR UPDATE 

REITs ‒ Malaysia 
Sector Remains Attractive; Accumulate On Weakness 
The sector has outperformed the FBMKLCI ytd (+5% vs -1.9%). With 1Q22 recording 
encouraging results, we expect the sector to continue to be resilient and fully 
recover back to pre-pandemic levels in 2023. Office REITs offer higher stable yields, 
followed by retail REITs, which will be boosted by the earnings recovery especially 
when more international tourists come in. Maintain OVERWEIGHT. Top picks: 
Sunway REIT, IGB REIT and Sentral REIT. 

WHAT’S NEW 
• 1Q22 results round-up: Within our expectations. Out of the seven REITs in our coverage, 

five were within expectations, while two were above our expectations. Earnings improved 3% 
qoq and 51% yoy as the country is transitioning into endemic phase. Tenant sales also 
recovered to pre-pandemic levels since Dec 21, while footfall is at about 80%, indicating that 
business is as usual. Having said that, we expect the sector to deliver 36% earnings growth 
in 2022 (96% of 2019 earnings), on the back of tapering rental assistance. 

• Earnings recovery to overcome rate hike impact. Although any rate hike is negative to the 
sector, we opine that the impact would be manageable given the REITs’ healthy gearing 
levels and earnings recovery. This has been proven in their latest 1Q22 results where footfall 
and tenant sales continued their momentum since 4Q21, with earnings appreciating 3% qoq.
Even as the overnight policy rate (OPR) has increased by 25bp on 11 May, share prices 
remained resilient, having appreciated 2-9% since in mid-April.  

• Moreover, the sector’s yield spread to 10-year Malaysian Government Securities (MGS) is 
close to mean at 1.9ppt. With the current concerns of stagflation in key developed economies 
globally, we are not expecting MGS to rise materially from current levels. Hence, investors 
may turn to REITs as they are naturally defensive and have attractive yields of at least 5%. 

ACTION 
• Outperforms FBMKLCI ytd; accumulate on weakness. Share prices have appreciated 5% 

ytd on average (-2% since 2021, -14% since 2020), outperforming the FBMKLCI (-1.9% ytd). 
The outperformance has proven that high-dividend yielding stocks like REITs remained 
resilient, in addition to the still-attractive yields of at least 5%. REITs’ attractive yields of at 
least 5% are sustained by the earnings recovery and further boosted by the border 
reopening. 

• Maintain OVERWEIGHT. Malaysian REITs still command attractive yields compared with 
fixed income instruments. We prefer the retail segment, particularly prime/niche malls for 
their proven business resilience. Our sector BUY calls are Axis REIT, IGB REIT, KLCCSS, 
Pavilion REIT, Sentral REIT and Sunway REIT. Our top picks are Sunway REIT (border 
reopening recovery), Sentral REIT (high and resilient yields of 7-8%), and IGB REIT (faster-
than-peers’ recovery pace). 

OVERWEIGHT 
(Maintained) 
 
SECTOR BUYS 
Company Rec Target Price 
  (RM) 
Axis REIT BUY 2.15 
IGB REIT BUY 1.84 
KLCCSS BUY 7.52 
Pavilion REIT BUY 1.54 
Sentral REIT BUY 1.06 
Sunway REIT BUY 1.69 

Source: UOB Kay Hian 

CORE EARNINGS 

Company 
1Q22 

(RMm) 
4Q21 

(RMm) 
yoy 

% chg 
qoq 

% chg 
Axis REIT 39.1 36.9 22.7 5.9 
CLMT 20.5 18.5 167.2 11.0 
IGBREIT 85.4 73.6 95.3 16.0 
KLCCSS 161.4 191.6 10.5 (15.7) 
PREIT 65.2 54.2 108.7 20.4 
SENTRAL 20.4 19.0 (1.6) 6.9 
SREIT 88.1 72.7 139.2 21.1 

Source: Respective companies, UOB Kay Hian 

MREITS AND FIXED INCOME YIELDS 

 
Source: Respective companies, UOB Kay Hian 
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PEER COMPARISON 

   
Share Price 

4 Mar 22 Target Price Market Cap -------- Net Profit (RMm) -------- ------ DPU (sen) ------ ---- Div Yield (%) ----
Company Ticker Rec (RM) (RM) (US$m) 2021 2022F 2023F 2022F 2023F 2022F 2023F 
Axis REIT AXRB MK BUY 1.94 2.15 846 156.7 166.8 168.1 10.7 11.4 5.5 5.9 
IGB REIT IGBREIT MK BUY 1.66 1.84 1,353 308.2 325.6 335.5 8.5 9.0 5.1 5.4 
KLCCP Stapled Group KLCCSS MK BUY 6.95 7.52 2,857 703.8 722.7 746.4 35.1 36.0 5.0 5.2 
Pavilion REIT PREIT MK BUY 1.36 1.54 945 229.1 246.4 255.3 7.4 8.0 5.4 5.8 
Sentral REIT SENTRAL MK BUY 0.97 1.06 237 81.5 83.9 85.9 7.2 7.4 7.5 7.7 
Sunway REIT* SREIT MK BUY 1.55 1.69 1,209 336.8 358.2 371.9 9.3 9.9 6.0 6.4 
CapitaLand Malaysia Trust CLMT MK HOLD 0.59 0.53 287 72.3 78.1 81.5 3.6 3.8 6.1 6.6 

*2021 refers to 18M ending Dec. 
Source: Bloomberg, UOB Kay Hian 
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ESSENTIALS 
• Retail: Recovery in tandem with consumer sentiment; prefer prime/niche malls. Tenant 

sales at malls continued its momentum since 4Q21 amid the festive season, though footfall 
dampened slightly due to the Omicron wave in 1Q22. Furthermore, the reopening of borders 
to international travellers since April will further boost footfall and sales. We prefer prime 
retail, given their proven business resilience.  

• Hotels/hospitality: Better recovery in 2H22. Malaysia has fully reopened its borders to 
international travellers since April and has removed PCR testing requirements for fully-
vaccinated individuals since 1 May. We expect a gradual recovery with substantial traction 
from 2H22 onwards, during the holiday season.  

• Office: Assets in strategic locations continue to be resilient. Offices in strategic 
locations will continue to be resilient as evidenced by KLCCSS’ and Sentral REIT’s steady 
earnings. However, average rental rates in the Kuala Lumpur City Centre continue to remain 
under pressure at RM6.90 psf. Although the industry is still grappling with oversupply, we 
believe selected office REITs (located in strategic locations with good connectivity, eg KL 
Sentral) will benefit from higher demand for office space amid the need for physical 
distancing. Moreover, the average rental rates in KL Sentral are attractive at RM6.46 psf. 

• Industrial: Resilient business. The segment will continue to thrive with businesses 
continuing as usual.  

EARNINGS REVISION 
• We have assumed minimal rental assistance and 1-2% rental reversion for 2022. We do not 

discount the fact that retailers may need some assistance if the recovery is slower than 
expected. 

• Adjust our risk-free rate higher given the rising 10-year MGS yields and hawkish interest rate 
expectations. In tandem with the adjustment, target prices for the REITs in our coverage have 
been adjusted accordingly (refer to table below). After the adjustments, total returns inclusive of 
dividend yields are still in excess of 10%. 

CHANGE IN TARGET PRICES 

Company Rec 

Previous 
Target Price 

(RM) 

New 
Target Price 

(RM) 

Implied
2022 Yield 

(%) 

Implied
2023 Yield 

(%) 
Axis REIT BUY 2.18 2.15 5.0 5.3 
IGB REIT BUY 1.90 1.84 4.6 4.9 
KLCCP Stapled Group BUY 7.60 7.52 4.7 4.8 
Pavilion REIT BUY 1.60 1.54 4.8 5.2 
Sentral REIT* BUY 1.00 1.06 6.8 7.0 
Sunway REIT BUY 1.73 1.69 5.5 5.9 
CMMT HOLD 0.55 0.53 6.8 7.3 

* Increase in target price as beta has been adjusted 
Source: UOB Kay Hian 

CATALYSTS/RISKS 
• Higher-than-expected rental reversion. 

• Risks: a) High number of COVID-19 cases which may dampen sentiment, and b) higher-
than-expected rental assistance. 

YTD SHARE PRICE PERFORMANCE 
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Source: Bloomberg, UOB Kay Hian 

MREITS VS MGS YIELD SPREAD 

 
Source: Bloomberg, UOB Kay Hian 

MGS AND UST YIELDS 

 
Source: Bloomberg, UOB Kay Hian 

SECTOR FORWARD YIELD AT +1SD 

 
Source: Bloomberg, UOB Kay Hian 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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