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US tax cuts

With over $670bn of market capitalization, US listed REITs and ROECs represent over
57% of the global developed listed market1. Although lower US tax rates will directly
impact the broad equity markets, the impact on REITs is more muted as they already
have a tax efficient corporate structure.

Valuation

Discounts to NAV have widened in 1Q, and REIT’s now screen relatively cheaper than
equity, with a dividend yield premium of 170 bps and lower multiples.

Interest rates

REITs as high-yield instruments are perceived to be sensitive to interest rate changes,
although evidence shows that they typically recover in the higher rate environment due to
higher GDP/inflation. We believe that anticipated rate rises for 2018/19 globally are priced
in.

Liquidity

Global REIT’s market capitalization exceeds $2,100bn, and average daily liquidity among
the top 300 stocks is US$5m per day.

Dow Jones
FOR PROFESSIONAL INVESTORS ONLY

2

REITs Valuation
➢ REITs are priced below the underlying real estate assets.
➢ We estimate the average discount to NAV be at 10% globally.
➢ Dividend yield is now above 4% globally.
Diverse main regional markets starting 2018 (gross, trailing 12 months)
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Interest Rates
➢ REITs and Government bonds historically show an inverse correlation.
➢ Fed funds rate expected to reach 2.5% by the end of 2018.
US, German and UK 10 year bond yields
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Liquidity
➢ Liquidity remains a key factor for our screening process and we show below the number of stocks in
each region which meet the criteria.

January 2018: Number of liquid securities
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Global Markets Overview 2017
➢ Two largest REITs markets, US and Japan, 57% and 10% of total market respectively, showed the worse
performance of 2017. Global indices suffered despite majority of countries growing or remaining stable.
➢ Singapore and Hong Kong lead Asia, Germany Ireland and France lead Europe.
Risk & Return in 2017 (TRN,EUR)
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E-Commerce update : Amazon Go and new Retail
➢ Amazon's first checkout-free grocery opened in Seattle.
➢ The shop relies on cameras and sensors to track what shoppers remove from the shelves, and what
they put back. Cash registers and checkout lines become superfluous: customers are billed after leaving
using a credit card on fil.
➢ Shopping Centre REITs have suffered large underperformance in 2017 due to the estimated and actual
impact of e-commerce.

Image: Amazon
FOR PROFESSIONAL INVESTORS ONLY

7

North America

US REITs

Canada

US REITs lag behind the broad market in an increasing interest rate environment.

Canadian REITs market to benefit from positive momentum in all subsectors.
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United States
➢ Interest rates rise with 10-year Treasury currently at 2.9% with minor impact on REITs.
❖ Consensus expectations neutral to positive with a bullish private property market.
❖ Further increase of IR may not be absorbed as easily.

➢ REITs are expected to outperform broad market during a correction phase.
➢ 2017 Real Estate transaction volumes are 12% lower than in 2016. This trend is expected to continue in
2018.
➢ According to Knight Frank’s Global Cities report, New York is the second most attractive city after

London with £5.1bn of overseas capital.
➢ Technology sector is the largest contributor to Office leasing industry.
❖ Coworking as dominant trend.
❖ Vacancy rate at the lowest 12.5%.

➢ Strong demand in Industrial sites with all time high absorption rates.
❖ E-commerce, logistics and supply-chain are the main drivers.

➢ Retail rents expected to remain stable with weak market fundamentals.
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Canada
➢ Real Estate transaction volumes increased by 29% in 2017 while in US we observed a decrease of 12%.
➢ Canada saw its best year for occupancy growth since 2012, reflecting the robust performance of the
Canadian economy.

➢ Occupancy growth limited by lack of Office supply in Toronto, Vancouver and Montreal.
❖ Financial Services sector was the largest contributor to leasing activity in 2017.
❖ Strong demand for offices from technology sector.
❖ Unemployment rate at the lowest 5.7% with almost 400,000 new full-time jobs.

❖ Toronto accounts for the half for new leasable area construction of Canada.

➢ Market fundamentals are positive for 2018 with tech sector to lead.
➢ Industrial Property has low vacancy rate of 5% up to 2% depending on region.
❖ Increased demand of lease since 2017 which boosts rental growth.

❖ The amount of space under construction surpassed 5 million square feet.
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Europe

Region

United Kingdom

Germany

European REITs market expected to further benefit from 2017’s momentum.

London remains the most attractive city in the world with no direct negative impact from
Brexit so far.

Interest rate spike slowly corrects the market after exceptional 2017. Solid economic
fundamentals suggest a positive view on further growth.
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Europe
➢ European Real Estate sector concluded 2017 with a 22% growth in volume.
❖ UK +37%, Germany +9%, France +12%.
❖ Netherlands +44%, Italy +17%, Spain +23%.

➢ European Office sector up by 10% in 2017 and expected to grow.
➢ European industrial and logistics dominated the market in 2017 as investment activity hit a record
high, increase by 67%.
➢ Eurozone broad equities market expected to grow faster than Europe.

➢ Spanish market of Madrid and Barcelona are attractive with a rental growth.
➢ Portugal Retail sector recovered after crisis.
❖ Record transaction volume in 2018, estimated over €1bn (Blackstone sale).
❖ High prime yields around 5%, above European average.

➢ Dutch Retail market’s rents are expected to stabilize and increase in large cities according to JLL.
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United Kingdom
➢ Residential Market: According to the latest Residential Market Survey (www.rics.org1), momentum is
still soft to start the year.
❖ New buyer enquiries and newly agreed sales declined.
❖ Lack of new construction coming to market.
❖ Prices edge higher at the national level but continue to decline in some parts of the country.

➢ Despite construction pipeline, Office supply satisfies only half of tenant demand.
❖ Main demand from Technology, Media and Biotech sectors.

➢ According to Knight Frank’s Global Cities report2, London attracted more overseas capital than any
other global city in 2017. Eighty-three per cent of all transactions were from overseas investors, totaling
in excess of £14bn. The key buyer group was Greater China, at over 40% of the total.

1 Royal

Institution of Chartered Surveyors
7 February 2018

2 www.properkyweeks.com,
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Germany
➢ German REITs market is worldwide leader with 27% growth in 2017.
➢ German Residential Properties expected to suffer from 10 year bunds rate highest level since 2015.
❖ REITs are losing attractiveness.

❖ Rates expected to increase further.

➢ Office Sector reached a record volume with 7% yoy increase in 2017.
❖ Strong economic activity with high capacity utilization rate.
❖ Vacancy rate dropped to 5% from 10% only 5 years ago.

❖ New building volume is insufficient to cover strong demand.
❖ Rental prices to slightly increase in 2018, after an average +4.8% growth in 2017.
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Asia Pacific & Japan
Region

Property investment volumes reached a new high with 16% year on year growth guided
by cyclical recovery in world trade. Export based activity gained momentum ending a
decline cycle, helped by Chinese and Indian economy growth.

Singapore

Solid fundamentals with limited supply suggest growth trend. Government measures to
play a key role with new Land Sales Programme.

Hong Kong

A bullish market to continue in 2018 fuelled by Chinese economy. Restricted supply in
most subsectors contribute to rent increase.

Australia

Largest cities reached new highs with limited supply. Rents in several subsectors show
double digit growth.

Japan

Rental levels remain high in major cities as the vacancy rates drop to the lowest values.
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Singapore
➢ Positive view on Residential Market with sales prices expected to rise.
➢ Government Land Sales Programme to match demand.
❖ Limited land sale with aggressive Chinese developers entering the market.

❖ Strong demand for sites by real estate developers for private residential and offices.

➢ Large deals in Office market show demand for development to benefit from rental upturn.
➢ Office Rental Values are expected to grow at least 10% in 2018 after a record growth in 2017.
➢ Retailers are facing a slow decline in both capital value and rental value.
❖ Supply pipeline for 2018 is lower than in 2016 and 2017.
❖ Retail sales slightly increased with tourist arrivals and offer optimism for new space demand.

➢ Vacancy rate of Industrial dropped at lowest level since 2013.
❖ Strong demand from technology and innovation sectors.

❖ International investors with interest in business parks strengthen the sector.
❖ Limited supply and economic growth forecast a rental growth the coming years.
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Hong Kong
➢ Positive view on Residential Market during an expected bullish broad market.
❖ Physical real estate bullish market.
❖ Government incentives with eventual regulation loosening and inflationary pressure.
❖ Current supply lower than demand, growth expected by government supply.
❖ Real interest rate expected to remain negative.

➢ Logistics sector is facing new demand with e-commerce boom in China.
➢ Forecast of rental growth in a low Office vacancy environment.

➢ Retail sector slowly recovering after a weak 2017.
❖ Cyclical sale increase during holiday season boosted retail sales.
❖ Leasing demand remains low, however interest revived by foreign investors.

➢ Strong demand of Industrial space fuelled by China.
❖ Rental values expected to grow in a supply constrained market.
❖ Government plan to review building policy.
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Australia
➢ Rise of the 10-year bond rate to 2.8 impacts returns vs broad market.
➢ Valuation is attractive with P/E of 15.7x below broad market and DPS yield of 5%.
➢ Supply in largest Australian cities remains very limited for overall real estate market.

➢ Sydney followed by Melbourne was the region leader in Office rent growth as of 2017, trend expected
to continue.

➢ Retail markets are stable with very low rental growth recorded.
❖ Amazon entered the Australian market in Q4 of 2017.
❖ Prime retailers are growing at a higher rate than secondary.

➢ Residential sector is facing slower demand from both local and offshore investors.
❖ Vacancy rate remains high in Sydney and Melbourne.
❖ Rents are moderately rising during a strong supply cycle.

➢ Prices of Industrial sites reached the highest peak since 2013.
❖ Rental growth to slowly grow in Sydney and to compress in Melbourne.
❖ Record number of transaction recorded the last 3 years.
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Japan
➢ Transaction volumes in Japan totaled US$37 billion in 2017, up by 10% year-on-year.
➢ Tokyo Office vacancy rate is at a lowest 2.5% rate and is to decrease in Q1.
❖ Scarcity of assets to sale despite strong investor interest.

➢ New Office supply expected to reach peak levels in 2018.
❖ Still insufficient to satisfy robust demand.
❖ Rents are expected to moderately grow.

➢ Private consumption is expected to grow 1% in 2018 to support Retail sales.
❖ Strong demand for new stores from international retailers.
❖ With limited vacant space and healthy demand, rental levels are to remain at a peak level.
❖ Number of visitors increase by 19% y-o-y, with tourism as strong contributor.
❖ Foreign luxury brands open new stores in Tokyo.

➢ Major new Industrial space supply expected in 2018 in Tokyo.
❖ Slow industrial production growth with global competition.
❖ Geopolitical tension risks to impact industrial production.

FOR PROFESSIONAL INVESTORS ONLY

19

Rue de l’Industrie 22
L-8399 Windhof (Koerich)
Luxembourg
info@rego-partners.com
www.reitsmarket.com

Contact us

Disclaimer
Reitsmarket SA is a limited liability company governed by the laws of the Grand Duché of Luxembourg. This presentation is for Institutional Investors
only and is not suitable for Retail Investors.
The information herein is believed to be reliable and has been obtained from sources believed to be reliable, but we make no representation or
warranty, express or implied, with respect to the fairness, correctness, accuracy, reasonableness or completeness of such information. In addition we
have no obligation to update, modify or amend this presentation or to otherwise notify a recipient in the event that any matter stated herein, or any
opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.
Analyses and opinions contained herein may be based on assumptions that if altered can change the analyses or opinions expressed. Nothing
contained herein shall constitute any representation or warranty as to future performance of any financial instrument, credit, currency rate or other
market or economic measure. Furthermore, past performance is not necessarily indicative of future results.
The strategies and products mentioned herein involve numerous risks including, among others, market, counterparty default and illiquidity risk. An
investor could lose its entire investment.
This communication is provided for information purposes only. In addition, any subsequent offering will be at your request and will be subject to
negotiation between us. It is not intended that any public offer will be made by us at any time, in respect of any potential transaction discussed herein.
Any transaction that may be related to the subject matter of this communication will be made pursuant to separate and distinct documentation and in
such case the information contained herein will be superseded in its entirety by such documentation in final form.
By retaining this document, recipients acknowledge that they have read, understood and accepted the terms of this notice.
Each recipient of this document agrees that all of the information contained herein is confidential, that the recipient will treat information confidentially,
and that the recipient will not directly or indirectly duplicate or disclose this information without the prior written consent of Reitsmarket. Recipients who
do not wish to undertake a further investigation of the contents of this presentation agree to return this document promptly to Reitsmarket.
This notice shall be governed by and construed in accordance with Luxembourg Law.
This document and the information contained therein may only be distributed and published in jurisdictions in which such distribution and publication is
permitted. Any direct or indirect distribution of this document into the United States, Canada or Japan, or to U.S. persons or U.S. residents, is
prohibited.

© Reitsmarket – Reitsmarket.pptx

FOR PROFESSIONAL INVESTORS ONLY

21

