
  

Fr iday ,  03  June  2022 

14 Refer to last page for important disclosures. 

R e g i o n a l  M o r n i n g  N o t e s  

 

SECTOR UPDATE 

REITs – Singapore 
Weighing The Odds – Upside From Reopening Against Perceived Threat From Inflation 
Nascent signs of easing of inflationary pressure have emerged. The yield curve 
steepened again in May 22 and is currently upward-sloping, suggesting a soft landing. 
Economic expansion, if sustained despite geopolitical uncertainties, is positive for S-
REITs. We stay invested in hospitality, retail and office REITs as reopening plays. BUY 
ART (Target: S$1.25), FCT (Target: S$2.79), FEHT (Target: S$0.78) and LREIT (Target: 
S$0.96). Maintain OVERWEIGHT. 

WHAT’S NEW 
• Freedom Day marks an orderly full-fledged reopening. The easing of restrictions in Apr 

22 marks the start of Singaporeans living with COVID-19 as an endemic disease. The 
easing benefits all sub-sectors of the S-REIT market, including hospitality, retail and office. 
Singapore’s international borders are fully reopened to vaccinated travellers with the launch 
of the Vaccinated Travel Framework. Food & Beverage establishments are operating at full 
capacity as the cap on group size of 10 persons was lifted. All employees are allowed back 
to their workplaces. 

• Nascent signs of easing of inflationary pressure have emerged. US core PCE inflation 
peaked at 5.3% in Feb 22, the fastest pace in 30 years. Core PCE inflation eased 0.3ppt 
mom to 4.9% in Apr 22. The easing of inflationary pressure coincided with a pick-up in 
economic activities after new cases of the Omicron variant subsided. Implied inflation based 
on five-year Treasury Inflation-Protected Securities (TIPS) moderated from a peak of 3.6% 
in mid-April to the current 2.9%. The Congressional Budget Office expects CPI to ease to 
4.7% in 4Q22 from 8.3% in Apr 22. 

• Yield curve indicates a soft landing. We expect a series of three successive 50bp hikes 
on 4 May 22, 15 Jun 22 and 27 Jul 22, followed by three successive 25bp hikes in 
September, November and December. US Fed Funds rate would thus hit 2.5% at end-22. 
The yield curve inverted temporarily in Apr 22, suggesting a potential slowdown. It 
steepened again in May 22 and is currently upward-sloping. Current short-end of the yield 
curve implies forward short-term interest rates at 2.1% for 1Y, 3.1% for 2Y and 3.1% for 3Y. 
The economy seems to be coping with external shocks. 

• Commercial real estate is an important hedge against inflation. Landlords could raise 
rents to keep abreast of inflation. Higher cost of construction reduces the competition for 
constrained future new supply. Appreciation in capital value could also lower loan-to-value 
ratio for mortgage debts. Landlords’ ability to pass higher rents to tenants depends on 
fundamental factors, such as location of properties, demographics, migration trends, 
demand/supply dynamics and vacancy rate. 

ACTION 
• Adapting to changes in macroeconomics and geopolitics. S-REITs are not out of the 

woods yet but the gradual easing of inflationary pressure provides some respite. In light of 
the elevated government bond yields and inflationary pressure potentially pushing rents 
higher, we have utilised a higher risk-free rate of 3.0% (previous: 2.0%) and pushed terminal 
growth higher by 0.8ppt in our DDM valuations for S-REITs. On average, we have adjusted 
target prices for 20 S-REITs under our coverage lower by 5%. 

 OVERWEIGHT 
(Maintained) 
 
TOP PICKS 
Company Rec Share Price (S$) Target Price (S$) 
ART BUY 1.16 1.25 
FCT BUY 2.34 2.79 
FEHT BUY 0.65 0.78 
LREIT BUY 0.82 0.96 

Source: UOB Kay Hian 
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PEER COMPARISON 
  Price Target Mkt Cap ----------------------- Yield (%) ----------------------- Debt to Debt to P/NAV 
Name Ticker Rec 31 May 22 Price (US$m) Hist Curr Fwd 1Y Fwd 2Y Equity (%) Assets (%) (x) 
Ascott Trust ART SP BUY 1.16 1.25 2,783 3.7 4.4 5.4 5.3 70.4 37.8 1.00 
Far East HTrust FEHT SP BUY 0.65 0.78 941 4.0 4.4 5.9 6.1 44.8 33.4 0.77 
Frasers CT FCT SP BUY 2.34 2.79 2,907 5.2 5.5 5.6 5.5 46.1 33.3 1.01 
Lendlease REIT LREIT SP BUY 0.82 0.96 1,284 5.7 5.6 6.4 6.4 68.3 27.7 1.02 

Source: Bloomberg, UOB Kay Hian 
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• BUY hospitality REITs as reopening plays. Hospitality REITs benefit from the resurgence 
and pent-up demand for travel. Tickets for Formula 1 Singapore Grand Prix in Sep 22 have 
already sold out and MICE events should pick-up in 2H22. 

Ascott Residence Trust (BUY/ART SP/Target: S$1.25).  

• ART benefits from strong pick-up since Mar 22 in countries with large domestic markets, 
such as the US, the UK, Japan and Australia. Longer-stay properties already accounted for 
28% of gross profit in 1Q22. 

CDL Hospitality Trusts (BUY/CDREIT SP/Target: S$1.48). 

• Singapore fully reopened its international borders to vaccinated travellers in Apr 22. UK and 
Maldives are expected to turn in good performances. 

Far East Hospitality Trust (BUY/FEHT SP/Target: S$0.78). 

• Completed the divestment of Central Square for S$313.2m on 24 Mar 22. Aggregate 
leverage has dropped 4.9ppt qoq to 33.4% in 1Q22. 

• BUY retail REITs as reopening plays. Downtown malls benefit from the return of office 
workers in 2Q22 and tourists in 2H22. Tourists accounted for 22.3% of retail sales excluding 
motor vehicles in 2019 (pre-COVID-19). 

Frasers Centrepoint Trust (BUY/FCT SP/Target: S$2.79) 

• Tenant sales have surpassed pre-COVID-19 levels since Oct 21. Occupancy cost has eased 
to 16.2% in 1HFY22 (FY21: 17.5%). 

Lendlease Global Commercial REIT (BUY/LREIT SP/Target: S$0.96) 

• Jem became LREIT’s largest asset (46.8% of AUM) after the acquisition of the remaining 
68.2% stake was completed on 22 Apr 22. Multi-functional event space at Grange Road Car 
Park is scheduled to be operational by early-23. 

• BUY office REITs as reopening plays. CBRE forecast rents for Grade A Core CBD to 
recover 6.9% to S$11.55psf/month in 2022. Amazon and Meta Platforms are said to be 
taking office space at IOI Central Boulevard Towers, which is to be completed in 4Q23. 

Keppel REIT (BUY/KREIT SP/Target: S$1.41). 

• KREIT is finalising lease documentation with a few prospective tenants, which would 
improve portfolio occupancy by 1.9ppt to 97% if successfully signed. 

• Selective BUYs for defensive and counter-cyclical yield plays. From a bottom-up  basis, 
we have picked three defensive S-REITs ELITE, KORE and UHU that provide attractive 
yields of 7.7%, 8.7% and 9.8% respectively. 

Elite Commercial REIT (BUY/ELITE SP/Target: £0.83). 

• Renegotiation of lease terms led to break clauses being removed from 108 DWP leases. We 
estimate the step-up in rents at 15.4% for Apr 23. 

Keppel Pacific Oak US REIT (BUY/KORE SP/Target: US$1.01). 

• Management guided positive rent reversion at mid-single-digit in 2022, driven by Seattle and 
Sacramento. The redevelopment of multi-family units atop the car park at The Plaza 
Buildings will be finalised over the next two quarters. 

United Hampshire US REIT (BUY/UHU SP/Target: US$0.88). 

• Occupancy of Grocery & Necessity Retail Properties improved 1.1ppt qoq to 96.4% in 1Q22. 
UHU plans to focus on acquisition of strip centres along the East Coast. 

SECTOR CATALYSTS 
• Hospitality, retail and office REITs benefitting from reopening of the economy. 

• Limited new supply for office, logistics and retail segments in 2021. 

ASSUMPTION CHANGES 
• We keep our earnings forecasts unchanged. 

RISKS 
• Escalation of the Russia-Ukraine war beyond Ukraine. 
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PEER COMPARISON 
 Price Old New Mkt Cap ------------------ Yield (%) ------------------ Debt to Debt to P/NAV 

Name Ticker Rec Curr 31 May 22 TP TP (US$m) Hist Curr Fwd 1Y Fwd 2Y Equity (%) Assets (%) (x) 
HEALTHCARE    
First REIT FIRT SP NR S$ 0.285 n.a. n.a. 427 9.2 n.a. n.a. n.a. 66.3 35.5 0.82 
PLife REIT PREIT SP HOLD S$ 4.94 4.82 4.65 2,182 2.9 3.0 3.0 3.1 55.2 34.4 2.08 
HOSPITALITY    
Ascott Trust ART SP BUY S$ 1.16 1.32 1.25 2,783 3.7 4.4 5.4 5.3 70.4 37.8 1.00 
CDL HTrust CDREIT SP BUY S$ 1.25 1.57 1.48 1,127 3.4 4.2 5.3 5.9 68.6 39.8 0.94 
Far East HTrust FEHT SP BUY S$ 0.65 0.82 0.78 941 4.0 4.4 5.9 6.1 44.8 33.4 0.77 
Frasers HTrust FHT SP NR S$ 0.65 n.a. n.a. 914 1.5 3.2 3.4 5.4 78.7 42.3 0.99 
INDUSTRIAL   
AIMS APAC REIT AAREIT SP NR S$ 1.38 n.a. n.a. 722 6.9 7.1 7.4 7.5 85.9 37.5 0.99 
Ascendas REIT AREIT SP BUY S$ 2.79 3.92 3.70 8,550 5.5 6.0 6.1 6.1 61.6 36.8 1.17 
DigiCore REIT USD DCREIT SP HOLD US$ 0.965 1.10 1.03 1,088 n.a. 4.2 4.9 4.4 35.4 26.0 1.10 
ESR-LOGOS REIT EREIT SP NR S$ 0.41 n.a. n.a. 1,997 7.3 7.3 7.6 7.8 74.5 39.5 1.11 
Keppel DC REIT KDCREIT SP NR S$ 2.06 n.a. n.a. 2,583 4.8 4.9 5.1 5.2 56.3 36.1 1.54 
Mapletree Ind Trust MINT SP BUY S$ 2.48 3.65 3.41 4,847 5.6 5.4 5.6 5.7 58.3 38.4 1.33 
Mapletree Log Trust MLT SP BUY S$ 1.64 2.23 2.09 5,726 5.4 5.6 5.6 5.7 70.1 36.8 1.11 
OFFICE    
Keppel REIT KREIT SP BUY S$ 1.15 1.50 1.41 3,125 5.1 5.1 4.9 5.4 71.6 38.4 0.89 
RETAIL    
Frasers CT FCT SP BUY S$ 2.34 2.96 2.79 2,907 5.2 5.5 5.6 5.5 46.1 33.3 1.01 
Lendlease REIT LREIT SP BUY S$ 0.82 1.01 0.96 1,284 5.7 5.6 6.4 6.4 68.3 27.7 1.02 
Mapletree NAC Trust MAGIC SP NR S$ 1.21 n.a. n.a. 3,126 5.6 5.8 5.9 6.2 82.3 41.5 0.98 
Sasseur REIT SASSR SP BUY S$ 0.825 1.12 1.12 736 8.6 9.2 9.3 9.7 42.5 26.2 0.83 
SPH REIT SPHREIT SP NR S$ 0.945 n.a. n.a. 1,935 5.7 5.8 5.9 6.1 50.2 30.2 1.03 
Starhill Global SGREIT SP NR S$ 0.585 n.a. n.a. 956 6.8 6.7 7.2 7.4 61.8 36.1 0.73 
DIVERSIFIED               
CapLand China Trust CLCT SP NR S$ 1.16 n.a. n.a. 1,416 7.5 7.9 8.5 8.7 78.6 38.1 0.74 
CapLand Int Comm Trust CICT SP HOLD S$ 2.19 2.50 2.33 10,599 4.7 5.2 5.5 5.6 63.2 39.1 1.06 
Frasers L&C Trust FLT SP BUY S$ 1.36 1.79 1.68 3,665 5.6 5.6 5.7 5.8 55.7 33.1 1.03 
Mapletree Comm Trust MCT SP BUY S$ 1.78 2.52 2.36 4,324 5.4 5.8 5.7 5.8 52.0 33.5 1.02 
OUE Comm REIT OUECT SP NR S$ 0.395 n.a. n.a. 1,573 6.6 6.6 6.3 3.0 73.8 39.4 0.69 
Suntec REIT SUN SP HOLD S$ 1.68 1.90 1.80 3,520 5.2 6.1 6.0 5.7 81.8 43.3 0.79 
INTERNATIONAL REITS    
Cromwell REIT EUR CERT SP NR € 2.05 n.a. n.a. 1,237 8.3 8.3 8.5 8.8 72.1 38.6 0.83 
Elite Comm REIT GBP ELITE SP BUY £ 0.645 0.87 0.83 390 8.4 7.9 7.7 8.2 79.6 42.8 1.09 
IREIT Global IREIT SP NR S$ 0.62 n.a. n.a. 523 6.9 7.1 7.1 8.1 53.7 32.1 0.79 
KepPacOak REIT USD KORE SP BUY US$ 0.695 1.07 1.01 726 9.1 9.1 8.7 8.6 66.4 37.5 0.85 
Manulife REIT USD MUST SP BUY US$ 0.60 0.80 0.80 1,058 8.9 9.4 9.7 10.0 81.8 42.8 0.89 
Prime US REIT USD PRIME SP NR US$ 0.715 n.a. n.a. 841 9.5 9.8 9.9 10.1 66.9 39.1 0.85 
Utd Hampshire REIT USD UHU SP BUY US$ 0.615 0.92 0.88 344 9.9 10.1 9.8 9.8 65.1 38.9 0.82 
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.  
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