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“APAC economic growth accelerated in 3Q22 as China
rebounded. Growth should slow, but the region is expected to
hold up better as the US and Europe enter recession in 2023.
Wide bid-ask spreads remained a hurdle for deal closings. Cap
rates loosened slightly and will move out further in the next 1-2
quarters. Japan still offers attractive opportunities.”

Leading the pack

APAC GDP growth accelerated to 4.8% YoY in 3Q22, largely

driven by the rebound of China (+4%). Even without its boost,

the regional performance was stable as the tightened
monetary condition takes its time to feed through. Weaker
external demand and increased energy import prices eroded
trade balance, but the impact was mitigated by robust private
consumptions from post-pandemic spending.

Inflation continued to climb in 3Q22 and was up 0.6
percentage points QoQ to 5.5%. However, the momentum is
slowing and there are signs of peaking. Energy prices have
retreated and supply chain bottlenecks are easing. In the US,
inflation has moderated for four consecutive months from
9.1% in June to 7.7% in October. The Fed has hinted at the
possibility of a slower rate hike, albeit at a higher terminal
rate. In APAC, Singapore, India, Taiwan, Malaysia, Indonesia
and Thailand saw lower inflation in October. Australia started
to slow its pace of rate hike from 50bps to 25bps even before
any domestic data showing a cooldown. Its 275bps increase
since May is significant, but the full effect has yet to be felt.
Reserve Bank of Australia (RBA) deems a smaller rate hike to
be prudent as it engineers a soft-landing. Overall, there is a
small hope that the finishing line of interest rate upcycle is
finally within sight.
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Nevertheless, a victory against inflation, while positive, is not
without costs. A cyclical downturn ensues. UBS Investment
Bank expects a recession in the US and Europe in 2023. Global
inflation should peak in 4Q22 to an average 8.6% for the year
before moderating to 5.6% in 2023. Correspondingly, interest
rates are forecast to top out in TH23 with potential rate cuts in
2H23, as the narratives shift to reinvigorating the economies.

For APAC, growth could slow, but it appears likely that the
region may avoid a recession. There are two main reasons
backing this up. Firstly, the inflation war in this part of the
world has been less intense. Secondly, the reopening of China
will also lift aggregate demand. In fact, China and Hong Kong
are the only countries expected to deliver a growth
acceleration in this region. This said, this growth engine is not
expected to recover to its pre-pandemic glory due to
weaknesses in external demand and its property sector.

We believe a peaking of inflation and interest rates would also
spell good news for Japan’s diverging monetary policy. This
should allow the Bank of Japan (BoJ) to maintain its stance at
least for the near term. APAC currencies, which have
depreciated 5-22% YTD, should also be poised for a reversal.



Wide bid-ask led to market lull

APAC leasing activity in 3Q22 slowed down expectedly on the
back of macro uncertainties. According to CBRE, office net
absorption softened 11% QoQ, while logistics normalized
from its pandemic high. Retail fared better thanks to
reopening tailwinds boosting retail sales. We expect the overall
leasing sentiment to weaken further in the coming quarters as
the economy enters a period of slower growth.

In contrast to the occupier market, the swings in the 3Q22
investment volumes were more drastic. Elevated funding costs
remained the sticking point, and deals are hardly accretive at
current pricing. The allocation cap driven by falling equities
and bond prices added to the pressure and held back capital
deployment in real estate.

According to MSCI, transactions fell 38% YoY to USD 32.6
billion (see Figure 1), below the pandemic trough and the
lowest since 2016. By sector, office and retail were the worst
performers with volumes -45% and -54%, while hotels and
apartments were the best at -8% and -13%. Industrial /
logistics volume was surprisingly resilient at -24%, though it
was distorted by a large deal by JD.com in China. Excluding
that, logistics volume declined more than half YoY. By country,
most markets recorded a decline except for Singapore (+30%)
and India (+79%). Japan was not spared and fell 61% (-45%
in JPY terms) despite its conducive interest rate environment,
as REITs were relatively quiet during the quarter. Larger
transactions including Otemachi Place (USD 2.8 billion) will be
finalized in 4Q22 and hence not included in 3Q22 numbers.

Pricing is starting to soften in APAC though not to the extent
of the US and Europe. Real Capital Analytics data showed a
minor uptick in cap rates in 3Q22, especially in Australia and
South Korea. This is not a surprise as their monetary tightening
has been more aggressive. MSCI data also showed an
expansion of valuation cap rates in 3Q22 for Australia logistics.
That said, the movements so far have been marginal and less
than 50bps. More is likely to come. Based on a CBRE survey in
October, 58% of respondents expect cap rates to move out by
25-100bps in the next six months. Australia seems most
vulnerable with indicative expectations vs. March 2022
pointing to a 25-75bps expansion, while Japan cap rates are
expected to remain stable.

Figure 1: Asia Pacific transaction volume YoY change
(3Q22, %)
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Japan could provide shelter

Elevated funding costs and negative yield spread continue to
dominate key debates for real estate. Bond yields have
retraced from the October high but remained sensitive to the
Fed’'s comments. Predicting near-term movement may be
fruitless, but the general consensus is for 2023-24 yields to
settle at lower levels than current, but higher than 2019.

At such levels, cap rates will need to adjust higher from
present for the returns profile to normalize. Potential sellers
have been able to hold out so far, but this could change as
refinancing bites into returns. Disposals could also be
motivated by fund expiries, withdrawals, portfolio reallocation
and potential gearing breach from write-downs.

Without a liquidity shock, the adjustment process could take
time. In that environment, dry powder is likely to find shelter
in any accretive deals available. In our view, Japan appears as a
clear winner given its large yield spread. Indeed, there has
been increasing interests of late driven by this favorable
relativity. Hailing from Singapore, Keppel REIT made its first
Japan acquisition in October and targets to increase exposure
to bolster its inorganic growth. Hong Kong-based Gaw Capital
articulated its intention to deploy up to USD 4 billion in the
country over the next two years, while the US-based KKR is
also attracted by the cheap JPY.

Japan holding its own

Japan is the only market where pricing expectations are still
holding firm. In September, a huge office transaction was
done at an eye-catching 2% cap rate, implying further cap
rate compression (see Figure 2). Our conversations with
brokers also suggest potential yield tightening for multifamily
assets. It is indeed an outlier market in the current
environment driven by the BoJ’s continued loose monetary
policy. The question often asked and hotly debated is about its
sustainability and whether Japan will eventually fall in line with
the rest of the world.

BoJ and the Japanese government showed a united front to
defend the policy as the economy is still considered weak.

BoJ reiterated its stance in September and October, but was
met with intense market pressure as the US continued to raise
rates. Japanese government bonds were sold down and the
Japanese yen depreciated sharply to a 32-year low of 151
against the USD. The Ministry of Finance intervened in the FX
market for the first time since 1998 in support of the currency
and indirectly BoJ's stance. So far, USD 19.7 billion and USD
42 .8 billion were spent in September and October to keep the
currency stable.
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We expect the policy to stay on hold at least until the end of
the current BoJ governor’s term in April 2023. While the
consensus expectations are for policy continuity for the whole
of 2023, there are some observers expecting some form of
policy tweaks such as adjustments to the yield curve control.
We think the possibility will hinge on the US Fed's action,
which has been the chief driver of JPY weakness. Indeed, its
recent softening of tone has resulted in JPY/USD strengthening
to 139 in early-November. Barring a hawkish guidance in the
coming months, we see little urgency for BoJ to pivot. Inflation
is a risk but seems unlikely to surprise expectations for now. As
the US economy cools in 2023, we see a potential for further
JPY appreciation. In real estate, multifamily is our preferred
sector while we also expect office to attract capital despite its
weaker outlook.

Figure 2: APAC office yield spreads in 3Q22 (%)
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Source: PMA,; Reuters. Note: bond yields as of 22 November 2022.

Increasing interests in niche sectors

Given limited opportunities in traditional sectors in the current
environment, some investors are allocating capital into niche
sectors. In particular, life sciences and self-storage saw
increased appetite. APAC is jumping on the bandwagon in an
attempt to replicate western success in these areas. For
example, CBC Group-APG JV recently made its third
investment in China for their USD 1.5 billion life sciences
venture. Lendlease-PGGM JV's which has a USD 780 million
strategy targets APAC innovation and life sciences properties.
For self-storage, Capitaland Investment recently won a USD
810 million mandate from APG and the JV has acquired Extra
Space Asia as its seed investment.

These sectors are at their nascent stage in APAC and have a
positive structural story. Investors may be able to generate
alpha through early-mover advantage if executed well.
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This publication is not to be construed as a solicitation of an offer to
buy or sell any securities or other financial instruments relating to UBS
Asset Management Switzerland AG or its affiliates in Switzerland, the
United States or any other jurisdiction. The views and opinions
expressed in this document are for informational and educational
purposes only. This document is not intended to be a recommendation
or investment advice, and it does not constitute an offer of, or a
solicitation to buy, sell or hold, any security or investment strategy. UBS
specifically prohibits the redistribution or reproduction of this material in whole
or in part without the prior written permission of UBS and UBS accepts no
liability whatsoever for the actions of third parties in this respect. The
information and opinions contained in this document have been compiled or
arrived at based upon information obtained from sources believed to be
reliable and in good faith but no responsibility is accepted for any errors or
omissions. All such information and opinions are subject to change without
notice. Please note that past performance is not a guide to the future. With
investment in real estate/food and agriculture/infrastructure/private
equity/private credit (via direct investment, closed- or open-end funds) the
underlying assets are illiquid, and valuation is a matter of judgment by a valuer.
The value of investments and the income from them may go down as well as
up and investors may not get back the original amount invested. Any market or
investment views expressed are not intended to be investment research. The
document has not been prepared in line with the requirements of any
jurisdiction designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research. The information contained in this
document does not constitute a distribution, nor should it be considered a
recommendation to purchase or sell any particular security or fund. A number
of the comments in this document are considered forward-looking statements.
Actual future results, however, may vary materially. The opinions expressed are
a reflection of UBS Asset Management's best judgment at the time this
document is compiled and any obligation to update or alter forward-looking
statements as a result of new information, future events, or otherwise is
disclaimed. Furthermore, these views are not intended to predict or guarantee
the future performance of any individual security, asset class, markets
generally, nor are they intended to predict the future performance of any UBS
Asset Management account, portfolio or fund. Source for all data / charts, if
not stated otherwise: UBS Asset Management, Real Estate & Private Markets.
The views expressed are as of December 2022 and are a general guide to the
views of UBS Asset Management, Real Estate & Private Markets. All information
as at December 2022 unless stated otherwise. Published December 2022.
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unregistered trademarks of UBS. Other marks may be trademarks of their
respective owners. All rights reserved.
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