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Introduction

Even as we continue to espouse the positive pass through
of improving economic conditions on regional real estate
markets in the near term, we are at the same time
cognisant of where we are in the property cycle. We have
continued to highlight the risks that late-stage investing
has on a blended portfolio's total returns over the medium
to long term (see our previous report ‘THINK Asia Pacific:
2018 outlook’, dated 15 January 2018). The stock market
turmoil at the start of February 2018 has conveyed an
opportune warning to institutional real estate investors.
Despite supportive economic growth, capital market
volatility will heighten throughout 2018 (as global central
bank's monetary policy diverge and/or tighten) thereby
posing significant risks to stretched valuations in some
property markets not backed by sound fundamentals. The
days of ‘easy money’ investing, driven by globally loose
monetary conditions, are probably over.

To the extent that real estate is less liquid and pricing is
more scattered, vis-a-vis equities, it carries across an even
more nuanced message. Whether or not the recent stock
market correction belies a longer-term weakness in
investment sentiment, investors should consider taking
this window of opportunity to refresh their portfolio whilst
staying firmly focused on building out a balanced,
diversified and strong-performing portfolio over the long
term. This entails having a well-laid out and clearly defined
cities strategy that will provide ongoing value creation
that should ride out short-term cyclical volatilities. That is,
investing into cities and sectors that are underpinned by
positive secular economic and structural drivers, led by
proactive policy intervention and backed by pronounced
megatrends. For example, urbanisation, the rise of the
middle class or ageing and declining population growth.
Our selection of 17 key Asia Pacific cities, through a
proprietary ranking framework, underlines this thought
process and will continue to frame our investment
philosophy.

Hold your nerve...

We continue to maintain our view that pricing across most
regional real estate markets should stay well-supported at
current elevated levels in the near term. Over the past
decade since the Global Financial Crisis (GFC), real estate
cap rates have continually compressed, reflecting a
number of key drivers, such as low interest rates and the
search for yield, steadily improving economic outlook and
better property fundamentals overall. We believe these
drivers remain broadly supportive today.

Near-term economic momentum is strengthening.

This reflects sturdy internal demand and improving global
growth. Unless a sharp and prolonged downturn in global
stocks persist - which will inevitably impact on corporate
balance sheet, household wealth and demand and
consequently depress on real economic activity - the
outlook for regional properties will stay relatively robust.
Hong Kong's experience, entering the 2008 GFC in a

Fig.1: Hong Kong - fundamentals rule
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healthy shape, suggests only a momentary correction and
v-shape recovery in real asset values in the event of an
externally-triggered downturn (Fig.1). A similar case can be
made for Singapore, Australia and South Korea a decade
ago.

Real estate fundamentals also remain broadly supportive.
Across many Asia Pacific markets, occupier demand has
continued to strengthen as business and consumer
conditions pick up over the past few years. Positive net
absorption alongside steadily increasing (and not wholly
excessive) supply has, in turn, led occupancy and rents
higher. Such favourable fundamental conditions can be
found in the Seoul, Brisbane, Sydney, Melbourne and
Singapore office markets. For example, in Singapore,
where much of the forecasted development has already
been front-loaded, subdued supply risks is likely to
continue to drive rents higher.

Financing and capital market conditions also remain
broadly supportive still.

Most regional central banks are likely to hold rates at, or
near to, historical lows for some time to come (especially
if the stock market volatility persists) due to
disinflationary pressure and still below-trend growth. Even
in markets where regulators have tightened lending
conditions, robust domestic liquidity and/or alternative
lending channels will keep the credit tap open. A good
example is in Australia, where private commercial debt
lending should continue to supplement the funding gap
from tightening lending standards imposed by the
Australian Prudential Regulation Authority (APRA). In
China, robust domestic banking system liquidity, and
strong real estate allocation by domestic insurance
companies, should help mitigate the potentially rising
rates environment. Capital market sentiment remains
strong, with unutilised equity/debt allocations providing a
floor for pricing adjustments.
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Gearing is contained.

Unlike before the GFC in 2008, where loan-to-value in
many markets reached as high as 90%, a much more
comfortable level of gearing since will also help contain
potential distress sales in the event of an ongoing
contagion led by stock market declines. In Japan, gearing
averages about 50-65% for commercial properties, which
should provide a good buffer to covenants. In contrast, a
loan-to-value of 90% and the drying up of CMBS lending
during the height of the GFC led to rapid price declines
and widespread distress (Fig.2).

Fig.2: Tokyo office serves good warning
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...stay vigilant and focus on resilience

As much as the confluence of factors highlighted above
continues to point to supportive market fundamentals,
investors should not be complacent about the risks of
further spikes in yields and also capital flow volatilities on
cap rates movements. While we do not expect a repeat of
the GFC, when the global financial system came to a
standstill, we are conscious that capital volatility will
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follow rate increases, which may impact on investment
appetite and sentiment. In Hong Kong's case, due to the
dollar peg and the HKS serving as a proxy funding
currency for the greenback, the banking system
monetary base has more than tripled since 2008. That,
alongside a very liquid interbank market,

has pushed up asset values. This trend will continue to
reverse, as the Fed raises rates sequentially over the
coming years. In Singapore's case, the three-month
SIBOR has already jumped close to 100bps from the
bottom in 2015 and will likely continue to rise as liquidity
conditions tighten. In truth, elevated pricing coupled
with rising financing costs will continue to suppress on
risk-adjusted returns and the overall near-term
attractiveness of the real estate market. We believe
investors need to be tactically nimble under the current
market landscape, and more than ever, consider to look
past cycles into resilient cities and sectors that will
provide long-term uplift to income and values.

Fig.3: Hong Kong - rising rates to come
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Fig.4: Singapore - SIBOR edging higher
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If you would like to register to receive future market
updates from TH Real Estate’s research team please
email: contact®threalestate.com
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Important information:

This document is not for general public distribution and must not be used by Retail investors.

Only for use by Professional Clients as defined by Annex Il of EU Directive 2014/65/EU (the MiFID Il directive).

Issued by Nuveen Real Estate Management Limited (reg. no. 2137726), (incorporated and registered in England and Wales with registered office at 201 Bishopsgate, London EC2M 3BN) which is
authorised and requlated by the Financial Conduct Authority to provide investment products and services. Telephone calls may be recorded and monitored. TH Real Estate is a real estate
investment management holding company owned by Teachers Insurance and Annuity Association of America (TIAA). TH Real Estate securities products distributed in North America are advised
by UK regulated subsidiaries or Nuveen Alternatives Advisors LLC a registered investment advisor and wholly owned subsidiary of TIAA, and distributed by Nuveen Securities, LLC, member
FINRA.

This material is provided for informational or educational purposes only and does not constitute a solicitation in any jurisdiction. Moreover, it neither constitutes an offer to enter into an
investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement.

This material may contain “forward-looking" information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of yields or
returns, and proposed or expected portfolio composition. Moreover, certain historical performance information of other investment vehicles or composite accounts managed by Nuveen has been
included in this material and such performance information is presented by way of example only. No representation is made that the performance presented will be achieved by any Nuveen
funds, or that every assumption made in achieving, calculating or presenting either the forward-looking information or the historical performance information herein has been considered or
stated in preparing this material. Any changes to assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented
herein by way of example.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any
investment strategy. The information and opinions contained in this material are derived from proprietary and non-proprietary sources deemed by Nuveen to be reliable, and not necessarily all-
inclusive and are not guaranteed as to accuracy. There is no guarantee that any forecasts made will come to pass. Company name is only for explanatory purposes and does not constitute as
investment advice and is subject to change. Any investments named within this material may not necessarily be held in any funds/accounts managed by Nuveen. Reliance upon information in
this material is at the sole discretion of the reader. They do not necessarily reflect the views of any company in the Nuveen Group or any part thereof and no assurances are made as to their
accuracy.

Past performance is not a guide to future performance. Investment involves risk, including loss of principal. The value of investments and the income from them can fall as well as rise and is not
guaranteed. Changes in the rates of exchange between currencies may cause the value of investments to fluctuate.

Notice to investors in Switzerland: The distribution of this presentation in Switzerland will be exclusively made to, and directed at, regulated qualified investors (the "Regulated Qualified
Investors"), as defined in Article 10(3) (a) and (b) and unregulated qualified investors (the "Unregulated Qualified Investors") as defined in Article 10 (3) (c), (d), (e) and (f) of the Swiss Collective
Investment Schemes Act of 23 June 2006, as amended ("CISA").

In Hong Kong, this information is issued by Nuveen Hong Kong Limited (BJH146) and has not been reviewed by the Securities and Futures Commission of Hong Kong. This material is for
distribution to “Professional Investors” (as defined in the Securities and Futures Ordinance (Cap.571 of the laws of Hong Kong) and any rules made under that ordinance.) and should not be
relied upon by any other persons or redistributed to retail clients in Hong Kong.

This document is issued by Nuveen Singapore Private Limited (Company no. 201322659M), (incorporated and registered in Singapore with registered office at One George Street #14-05
Singapore 049145) which is authorised and regulated by the Monetary Authority of Singapore.

Only for use by Institutional Investors pursuant to Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA") or (ii) otherwise pursuant to, and in accordance with the
conditions of, any other applicable provision of the SFA.

This document is not directed at or intended for any person (or entity) who is citizen or resident of (or located or established in) any jurisdiction where its use would be contrary to applicable law
or regulation [or would subject the issuing companies or products to any registration or licencing requirements].

The information presented herein is confidential and proprietary to TH Real Estate.

All information is as of February 2018 unless otherwise disclosed. Past performance is no indication of future results.

The value of an investment and the income from it can fall as well as rise and you may not get back the amount originally invested. YOUR CAPITAL IS AT RISK.

Real estate investments are subject to various risks, including fluctuations in property values, higher expenses or lower income than expected, currency movement risks and potential
environmental problems and liability. Please consider all risks carefully prior to investing in any particular strategy.

This document is issued by TH Real Estate (Australia) Limited ABN 98106 690 444, AFSL 460770.

This document is intended solely for the use of wholesale clients, as defined in section 761G of the Corporations Act 2001 (Cth) and is not for general public distribution. This document is being
provided to you solely for your information. By accepting this document you represent that you are a wholesale client. 439959-G-INST-AN-03/19



