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Executive summary

. Inflation’s gradual decline towards central bank targets should
allow an increasing number of central banks to begin rate cuts
in 2024. This includes the Bank of Korea (BOK), given the
continued easing in demand-side price pressures. Additional
easing is also expected in China, although its target growth rate
of 5% in 2024 remains optimistic in our view. India’s outlook is
more constructive, and we expect further upside risks to growth
despite a recent upgrade. While there was a dovish shift in the
Reserve Bank of Australia’s (RBA) recent statement, the labour
market is still too tight for comfort.

. Market expectations for rate cuts in the US have been pushed
back. A lack of clear signs of economic stress has encouraged
the Federal Reserve (Fed) to exercise more caution, but it
seems clear that US rates have peaked. Peak US rates have
historically been a near-term positive for Asia-Pacific (APAC)
markets. Capital values for commercial properties tend to
benefit, although occupier fundamentals are still key. Our base
case expects more downside risks to the region’s capital values
in the near term. This is especially the case for most sectors in
Hong Kong, grade-A offices in Tokyo’s central business district
(CBD), and logistics properties in Greater Seoul.

. Korea remains a high-conviction market for abrdn. We expect
the bulk of debt funding for 2021’s record transaction volumes
in Korea to be due for refinancing in 2024. Retail and logistics
properties are likely to face funding gaps. While the BOK’s
policy easing could provide some relief, it's unlikely to close
these gaps. This should translate into capital deployment
opportunities for private-credit investors, especially as
traditional lenders pull back.

. We expect near-term capital returns to remain under pressure,
despite the prospect of rate cuts in 2024. But over the longer
term, our base case is for interest rates to retreat to lower
levels. We expect the net effect of demographic change on
interest rates to be negative up to 2030. Lower interest rates
should support better capital returns beyond the immediate 12-
24 months. Higher property yields in the near term are therefore
likely to be good opportunities for investors to pick up grade-A
assets in core locations.
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2441, Singapore)
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e Inflation’s gradual decline towards central-bank
targets should pave the way for rate cuts in 2024.

e Peak US rates are historically a near-term positive
for property values, but occupier fundamentals are
still key.

e Our base case is for more downside risks to the
region’s capital values in the near term.

APAC economic outlook

Our economic base case is for a US soft landing with slowing
growth. While there are risks, inflation should decline
gradually towards central-bank targets. This should allow an
increasing number of central banks to begin cutting rates in
2024. Recent central-bank communication supports this
expectation.

Among the central banks in key APAC markets, the BOK is
expected to be one of the first to begin rate cuts. The easing
in demand-side price pressures is increasingly shifting the
focus towards shoring-up sluggish domestic demand and
economic sentiment.

Additional policy easing is also expected in China, given the
challenges facing the economy. While the Chinese economy
gained further momentum at the start of 2024, indicators in
the property sector paint a mixed picture. The desire from
authorities to hold the line on de-risking, and the increased
focus on national security and resilience, suggests the target
growth rate of 5% in 2024 could be optimistic.

The outlook for India is more constructive and we expect
further upside risks to growth. Consequently, we think the
Reserve Bank of India will remain on hold during the first half
of the year. We have pushed back our expectations for the
timing of its first rate cut.

While there was a dovish shift in the RBA’s March policy
statement, the labour market in Australia is still easing too
gradually for the RBA’s comfort. February’s unemployment
rate fell to 3.7%, which was below the RBA'’s forecast of 4.2%
by June.

The Bank of Japan (BOJ) finally exited its era of ultra-easy
monetary policy in March. But we expect limited additional
tightening, as domestic inflation pressures are likely to
continue easing over the coming months.
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APAC economic outlook

2023 2024 2025 2026
Real GDP growth (%)
- China 5.2 4.6 4.3 4.2
- Japan 1.9 0.7 1.0 1.1
- India 7.7 6.2 5.7 54
CPI (average; %)
- China 0.3 0.7 2.1 2.2
- Japan 3.3 2.0 1.6 1.6
- India 5.7 4.4 5.1 5.5
Policy rate (YE; %)
- China 1.8 1.6 1.5 1.6
- Japan -0.1 0.3 0.5 1.0
- India 6.5 6.0 5.8 6.0

Source: abrdn Global Macro Research; March 2024
Forecasts are a guide only and actual outcomes could be significantly different.

APAC real estate market overview

Market expectations for rate cuts in the US have been pushed
back. A lack of clear signs of economic stress has
encouraged the Fed to exercise more caution, although it
seems clear that US rates have peaked.

Peak US rates have historically been a near-term positive for
APAC markets. Capital values for commercial real estate tend
to benefit, but occupier fundamentals are still key. Our base
case is for more downside risks to the region’s capital values
in the near term. This is especially the case for most sectors
in Hong Kong, grade-A offices in Tokyo’s CBD, and logistics
properties in Greater Seoul.

In the case of Greater Seoul’s logistics properties, the faster
tapering of new supply could bring forward the trough in
occupancy. The near-term pricing adjustment could therefore
provide an attractive entry point for investors to tap the
sector’s longer-term growth potential. Meanwhile, there are
near-term opportunities for private-credit investors to plug
funding gaps, as loans from 2021-22 are refinanced in 2024-
25.

We remain positive about grade-A offices in the major
business districts of Seoul. Fundamentals in the occupier
market remain solid. Vacancy rates are low amid limited near-
term supply and healthy leasing demand from domestic firms.
Large-scale office developments are scheduled for
completion from 2026 in the CBD sub-market, which should
raise its vacancy rate from the current low. That said, the
upcoming GTX-A rail line is expected to enhance this sub-
market’s locational appeal. This opens in phases from April
2024 and will substantially reduce the commuting time to
Seoul’'s CBD.

We like Japanese multifamily properties, particularly those
within Tokyo’s 23 wards. The solid rebound into Tokyo post-
Covid is likely to continue, which should keep vacancy rates
tight and support further rental growth. Importantly, the
widening rental premium based on building age supports a
value-added investment strategy. A faster pace of
urbanisation, coupled with below-average homeownership
and housing stock-to-household ratios, will further strengthen
the sector’s longer-term occupier fundamentals.
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APAC real estate market trends

Offices
The rental decline for APAC'’s offices (year on year (y-0-y))

accelerated in the fourth quarter of 2023, with the average
vacancy rate still trending higher. Chinese tier-1 cities and
Melbourne’s CBD contributed to the faster fall in office rents
during the quarter. Meanwhile, Singapore registered its first
net-effective rental y-o-y decline in over two years. On a more
constructive note, shadow stock in Singapore appears to
have moderated. JLL expects pent-up demand to drive a
recovery in both the leasing and capital markets by the
second half of 2024.

Melbourne’s CBD office rents struggled in the fourth quarter
of 2023. But occupier performance for offices in Sydney’s
core CBD, Brisbane, and Perth was much better. In the case
of Sydney’s CBD, sub-leases have been on a decline.
Rightsizing by larger corporate occupiers also appears to be
slowing, according to CBRE. While investment sentiment
remains soft, it appears investors are selectively picking up
prime assets that could be on the right side of the growing
bifurcation in the Australian office market.

In Japan, the net effective rental y-o-y decline for Tokyo’s
CBD grade-A offices narrowed in the fourth quarter of 2023.
Overall, it appears the market remains on track to bottom-out
in the near term.

Logistics

Rental growth (y-o-y) for logistics and industrial properties in
APAC slowed in the fourth quarter of 2023, even though it
remained the sector with the best occupier performance. The
average vacancy rate across the region held steady during
the quarter, although Tokyo and Beijing were higher. Leasing
pressure continued in China’s premium logistics market in the
fourth quarter of 2023. The new supply scheduled for
completion in 2024-25 will keep the occupier market under
pressure.

While investors’ interest in Tokyo’s logistics properties has
clearly strengthened, the market’s occupier fundamentals
appear far from inspiring. Scheduled completions are
expected to be lower in 2024, but the total stock is still
projected to expand by 10%. Investors may be finding comfort
in higher construction costs, which could mean a faster-than-
expected tapering of new supply. Higher ecommerce
penetration could also translate into additional leasing
demand.

The occupier fundamentals of warehouses in Australia’s key
capital cities are in better shape, although we expect rental
growth to slow from the heady levels in recent years. Over the
longer term, Australia’s supply of serviced industrial-zoned
land will remain constrained, which will limit the development
pipeline.

Retail

The post-Covid recovery in APAC’s prime retail occupier
performance slowed in the fourth quarter of 2023, with the
average y-o-y growth in rents decelerating to 4.9% (from
5.9% in the third quarter). This was principally led by
Singapore, where prime rental y-o-y growth slowed to 2.9%



(from 8.3%) during the quarter, according to JLL’s data. The
y-0-y rental decline for Australian regional centres
decelerated further, and the near-term outlook has turned for
the better after five challenging years.

Despite slower rental growth, the robust investment demand
for Singapore’s retail assets in 2023 has carried over into
2024. In March, Alligreen Properties announced the
acquisition of Seletar Mall, a suburban mall in north-east
Singapore, for SGD550 million (USD409 million), which
reportedly translated into a yield of just 3.9%.

Besides Singapore, India also had slower retail rental y-o-y
growth in the fourth quarter of 2023. This was led by Delhi
NCR, where the average rent decline widened to -4.8% (from
-4.2%). JLL expects another 41 million square feet of retail
space to be added across India’s seven key cities between
2024 and 2028. Delhi NCR represents the largest share of
this (34%). Importantly, 24% of this pipeline is
greenfield/brownfield developments, backed by foreign
institutional capital. This shows the growing investment
interest in this market/sector from international institutions.
Living

The investment case for Japanese multifamily properties is
supported by solid occupier fundamentals, which are
underpinned by faster urbanisation across major Japanese
cities. In December, Japan’s National Institute of Population
and Social Security Research released its new regional
population projections, which forecast the concentration of
working-age population across Japan’s 21 major cities to
exceed 36% in 2050 (from 32% in 2020). This represents a
faster pace of urbanisation, compared with the previous
projections published in 2018. Importantly, the population of
Tokyo’s 23 wards is now projected to be over 5% more in
2050 than in 2020 - even as Japan’s population is expected
to shrink by 17% over the same period.

The investment sentiment in Greater China is likely to remain
cautious. But investment strategies targeting well-located
hotels with conversion potential remain active. These assets
could be converted into rental apartments and operated as
co-living and/or multifamily properties. In the first quarter of
2024, a Tishman Speyer-managed fund announced the
acquisition of a 75% stake in Holiday Inn Express in
Shanghai’s Yangpu District for CNY360 million (USD51
million). This represented a discount of about 20% to the
vendor’s entry price in 2014. The asset will be refurbished
and converted into serviced apartments to be operated by
Frasers Hospitality.

Outlook for risk and performance

We expect near-term capital returns to remain under
pressure, despite the prospect of rate cuts in 2024. Over the
longer term, our base case anticipates rates to retreat to
lower levels. In fact, we expect the net effect of demographic
change on interest rates to be negative up to 2030. A falling
labour contribution to potential growth more than offsets
upward pressure from ageing populations. Moreover,
downward pressure on rates across the largest economies
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means the global financial system provides another check
against upward pressure. We expect lower interest rates to
therefore support better capital returns beyond the immediate
12-24 months. Higher property yields in the near term are
therefore likely to be good opportunities for investors to pick
up grade-A assets in core locations.

Macroeconomic drivers and geopolitical developments will
have a bigger impact on real estate’s near-term performance.
While US rates may have peaked, geopolitical developments
and their impact on supply chains remain highly fluid. These
developments could affect inflation and interest rates in
unexpected ways. Within APAC, Australia’s job market
appears to be easing too gradually for the RBA’s comfort.
There was a dovish shift in the recent statement and the
historical correlation in long-term yields between the US and
Australia is high. But the risk is that Australia’s rate-cutting
cycle may lag that of the US, with potential implications for
Australian real estate yields and capital values.

APAC total returns from March 2024
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Source: abrdn; March 2024
Forecasts are a guide only and actual outcomes could be significantly different



The value of investments and the income from them can go
down as well as up and investors may get back less than the
amount invested. Real estate is a relatively illiquid asset class,
the valuation of which is a matter of opinion. There is no
recognised market for real estate and there can be delays in
realising the value of real estate assets.

Important information

For Professional and Institutional Investors Only - Not to be
further circulated. In Switzerland for Qualified Investors Only.
In Australia, for Wholesale Clients Only. For illustrative
purposes only. This information is not representative of any
abrdn product.

Contact Us

To find out more, please speak to your usual contact or visit
our website abrdn.com.

Other important information

This document is strictly for information purposes and should
not be considered as an offer, investment recommendation or
solicitation to deal in any of the investments mentioned herein.
This document does not constitute investment research. The
issuing entities listed below (together ‘abrdn’) do not warrant
the accuracy, adequacy or completeness of the information
and materials contained in this document and expressly
disclaims liability for errors or omissions in such information
and materials.

Any research or analysis used in the preparation of this
document has been procured by abrdn for its own use and

may have been acted on for its own purpose. The results thus
obtained are made available only coincidentally and the
information is not guaranteed as to its accuracy. Some of the
information in this document may contain projections

or other forward looking statements regarding future events or
future financial performance of countries, markets

or companies.

These statements are only predictions and actual events or
results may differ materially. Readers must make their

own assessment of the relevance, accuracy and adequacy of
the information contained in this document and such
independent investigations as they consider necessary or
appropriate for the purpose of such assessment. Any opinion
or estimate contained in this document is made on a general
basis and is not to be relied on by the reader as advice. Neither
abrdn nor any of its employees, associated group companies
or agents have given any consideration to, or made any
investigation of, the investment objectives, financial situation
or particular need of the reader, any specific person or group
of persons. Accordingly, no warranty is given and no liability is
accepted for any loss arising, whether directly or indirectly, as
a result of the reader or any person or group of persons acting
on any information, opinion or estimate contained in this
document.

abrdn reserves the right to make changes and corrections to
any information in this document at any time,
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without notice.

Tax treatment depends on the individual circumstances of
each investor and may be subject to change in the future.
Professional advice should be obtained before making any
investment decision.

Any data contained herein which is attributed to a third party
(“Third Party Data”) is the property of (a) third party supplier(s)
(the “Owner”) and is licensed for use by abrdn**. Third Party
Data may not be copied or distributed. Third Party Data is
provided “as is” and is not warranted to be accurate, complete
or timely. To the extent permitted by applicable law, none of
the Owner, abrdn** or any other third party (including any third
party involved in providing and/or compiling Third Party Data)
shall have any liability for Third Party Data or for any use made
of Third Party Data. Neither the Owner nor any other third party
sponsors, endorses or promotes the fund or product to which
Third Party Data relates. **abrdn means the relevant member
of abrdn group, being abrdn plc together with its subsidiaries,
subsidiary undertakings and associated companies (whether
direct or indirect) from time to time Bloomberg data shown for
illustrative purposes only. No assumptions regarding future
performance should be made.

The MSCI information may only be used for your internal use,
may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial
instruments or products or indices. None of the MSCI
information is intended to constitute investment advice or a
recommendation to make (or refrain from making) any kind of
investment decision and may not be relied on as such.
Historical data and analysis, should not be taken as an
indication or guarantee of any future performance analysis
forecast or prediction. The MSCI information is provided on an
“as is” basis and the user of this information assumes the entire
risk of any use made of this information. MSCI, each of its
affiliates and each other person involved in or related to
compiling, computing or creating any MSCI information

(collectively, the “MSCI” Parties) expressly disclaims all
warranties (including without limitation, any warranties of
originality, accuracy, completeness, timeliness, non-
infringement, merchantability and fitness for a particular
purpose) with respect to this information. Without limiting any
of the foregoing, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive,
consequential (including, without limitation, lost profits) or any
other damages ( )
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