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A shift in expectations  
In our 2024 Outlook Series note for AP REITs, we 
stated that a stable interest-rate environment should 
boost the asset class. For over two and a half years, 
we have seen global interest rates move higher on 
the back of elevated US rates driven by a robust 
inflationary outlook.  

Heightened volatility in what is otherwise a relatively 
stable asset class resulted from uncertainty 
regarding the timing and magnitude of interest-rate 
cuts. The rebound in AP REITs in November and 
December 2023, as global 10-year benchmark yields 

declined in response to the US Federal Reserve’s 
(Fed’s) dovish tone, demonstrated the impact of 
persistently high rates. The volatility continued 
throughout 2024 as interest-rate expectations 
continued to be driven by monthly US economic 
data.  

Despite our view that peak hawkishness is behind 
us, we believe that volatility triggered by interest-rate 
expectations will remain elevated given the strength 
of recent US economic data and expectations for 
President-elect Trump’s policy agenda.  

Not only has there been volatility surrounding the 
anticipated number of rate cuts in 2024, but we have 

Over the past two and a half years, Asia-Pacific (ex-Japan) REITs (AP REITs) have 

faced headwinds with higher global rates.  However, the Federal Reserve’s recent 

policy pivot to rate cuts has led to a shift in expectations among investors for the asset 

class. As Hui Min Ng, Portfolio Manager, outlines in this outlook piece, AP REITs 

should benefit from the shifting macro landscape, leading to several positive trends 

such as improving distribution per unit (DPU) growth and increasing inorganic 

opportunities. 

Chart 1: Expected number of Fed rate cuts trending lower (LHS: number of 25-bp cuts; RHS: index 
change) 
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also witnessed heightened uncertainty about the 
number of rate cuts in 2025. As Chart 11  shows, the 
markets forecasted 10 25 basis point rate (bps) cuts 
in 2025 (as of mid-September 2024). However, as 
the likelihood of a Trump victory increased in 
September, the anticipated number of reductions in 
2025 notably decreased. Currently, the market 
expects roughly three 25 bps cuts in 2025. 

 

Operational fundamentals proved resilient in 
the face of macro headwinds 
Despite these headwinds, AP REITs continued to 
deliver resilient operating performance. Net property 
income for the Singapore REIT sector showed 
healthy year-on-year growth (see Chart 2) 2. This can 
be attributed to low vacancies and positive rental 
reversion driven by wide leasing spreads.  

However, the positive income growth was offset by 
more substantial interest-expense growth, resulting 
in a greater than 10 percentage point increase in 
REIT interest expenses as a percentage of their net 
property income (See Chart 3) 3. 

 
1 Source: Bloomberg as of 14 November 2024. LHS: Number of 25 bps 
cuts forecast by Fed Fund futures; RHS: Level of Asia ex Japan REITs 
represented by S&P Pan Asia Ex-JP, AU, NZ, PK REIT 10% Capped 
Index (USD) Total Return. Index rebased to 100.   
2 This figure is based on FactSet and Bloomberg estimates. The proxy 
for ‘Singapore REITs’ is Singapore-listed REITS that are greater than 

The impact of higher interest expense has been 
significant as DPU growth moved into negative 
territory as interest rates peaked in 2023.  

With a more benign interest rate environment and 
refinancing rates expected to move lower, we expect 
rental income growth to flow through via distributions 
to shareholders (See Chart 4) 4. The previous rate 
cycle usually leads to Singapore REIT rallies that 
have historically been more sustainable when 
accompanied by improving DPU growth. 

Overall, refinancing rates across major markets have 
declined, as evidenced by lower three-year swap 
rates (See Chart 5) 5. We believe the impact of lower 
rates will largely be felt in 2025 and into 2026 as 
REITs roll off their higher cost of debt, given a 
staggered debt expiry profile of 20-30% annually 
(see Chart 6) 6. 

As highlighted in Chart 6, roughly 40% of Singapore 
REIT debt is expected to be refinanced at lower rates 
in 2025 and 2026. 

 

 

 

USD $300 million with at least 3 analysts covering the security with NPI 
estimates for 2024 – 2026 (total Singapore REITs universe: 17).  
3 Source: FactSet.  
4 Source: FactSet, Bloomberg estimates.  
5 Source: Bloomberg, as of 10 November 2024.  
6 Source: DBS Bank, as of January 2024.  

Chart 2: Strength in net property income growth offset by higher interest expense 
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Chart 3: Interest expense made up nearly 1/3 of net property income in 2023 

 
 

Chart 4: DPU growth should resume in 2025 and 2026 
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The return of inorganic growth as interest 
rates stabilise 
Why else are lower rates important for AP REITs?  

During the most recent higher interest-rate cycle, the 
expected return on investment also increased, 
leading to cap-rate expansion. An elevated required 
return on investment resulted in lower asset yield 
spreads, effectively leading to a transaction freeze as 
buyers struggled to clear these return hurdles.  

Capital flow is a global dynamic, and as asset 
devaluations end, we see a pick-up in transaction 
activity across key Asian markets. With price 
discovery, there is higher confidence in asset values. 
Additionally, asset recycling should improve, which 
allows REITs to strengthen their underlying portfolio 
and for real-estate fund managers to build bigger fee-
generating assets under management. 

 

Developments to look out for: 
Rate expectations and direction 

The Fed has cut rates by 75 bps since its September 
2024 meeting and stated that future rate cuts will be 
data dependent. Market expectations for rate cuts in 
2025 have shifted meaningfully on the back of the 
anticipated results from the US presidential election. 
At this point, we believe that the Fed will continue on 
its current course but also recognise the impact 

policy uncertainty will have on economic data and, 
ultimately, rates. 

Rental reversion pace 

Having seen strong rental reversion momentum in 
the past 12-18 months as expiring leases were 
signed during COVID lows, we need to be watchful 
of the pace of rental reversions in the next 12-24 
months as we approach more normalized levels of 
rental rates. 

Even with the shift in expectations, we remain 
focused on strength of balance, cash flow 
generation, and paying reasonable valuations for 
high quality AP REITs.  Our physical market outlook 
summary for the fourth quarter of this year is 
available in Appendix 1.   

 

Conclusion  
Many of the headwinds faced by AP-REITs over the 
past two and a half years are gradually lessening.  
While economic uncertainty is likely to remain high, 
particularly post-US elections, the measured change 
in the global macro environment is leading to a shift 
in expectations among investors. The asset class is 
well positioned to benefit from this change through 
growing DPU and an improved inorganic growth 
environment.  

 

Chart 5: Swap rates for key markets moving lower from the peak 
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Chart 6: Debt expiry profile of S-REITs 
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Appendix 17 

 
 

 

 

 

 

 

 

 

  

 
7 Source: Manulife Investment Management.  
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Important Note 

Investing involves risks, including the potential loss of principal. Financial 
markets are volatile and can fluctuate significantly in response to 
company, industry, political, regulatory, market, or economic 
developments.  These risks are magnified for investments made in 
emerging markets. Currency risk is the risk that fluctuations in exchange 
rates may adversely affect the value of a portfolio’s investments.  
The information provided does not take into account the suitability, 
investment objectives, financial situation, or particular needs of any 
specific person. You should consider the suitability of any type of 
investment for your circumstances and, if necessary, seek professional 
advice. 
This material is intended for the exclusive use of recipients in jurisdictions 
who are allowed to receive the material under their applicable law. The 
opinions expressed are those of the author(s) and are subject to change 
without notice. Our investment teams may hold different views and make 
different investment decisions. These opinions may not necessarily 
reflect the views of Manulife Investment Management or its affiliates. The 
information and/or analysis contained in this material has been compiled 
or arrived at from sources believed to be reliable, but Manulife 
Investment Management does not make any representation as to their 
accuracy, correctness, usefulness, or completeness and does not accept 
liability for any loss arising from the use of the information and/or 
analysis contained. The information in this material may contain 
projections or other forward-looking statements regarding future events, 
targets, management discipline, or other expectations, and is only 
current as of the date indicated. The information in this document, 
including statements concerning financial market trends, are based on 
current market conditions, which will fluctuate and may be superseded 
by subsequent market events or for other reasons. Manulife Investment 
Management disclaims any responsibility to update such information. 
Neither Manulife Investment Management or its affiliates, nor any of their 
directors, officers or employees shall assume any liability or 
responsibility for any direct or indirect loss or damage or any other 
consequence of any person acting or not acting in reliance on the 
information contained here.  All overviews and commentary are intended 
to be general in nature and for current interest. While helpful, these 
overviews are no substitute for professional tax, investment or legal 
advice. Clients should seek professional advice for their particular 
situation. Neither Manulife, Manulife Investment Management, nor any of 
their affiliates or representatives is providing tax, investment or legal 
advice. This material was prepared solely for informational purposes, 
does not constitute a recommendation, professional advice, an offer or 
an invitation by or on behalf of Manulife Investment Management to any 
person to buy or sell any security or adopt any investment strategy, and 
is no indication of trading intent in any fund or account managed by 
Manulife Investment Management. No investment strategy or risk 
management technique can guarantee returns or eliminate risk in any 
market environment. Diversification or asset allocation does not 
guarantee a profit or protect against the risk of loss in any market. Unless 
otherwise specified, all data is sourced from Manulife Investment 
Management. Past performance does not guarantee future results.  
Manulife Investment Management 

Manulife Investment Management is the brand for the global 
wealth and asset management segment of Manulife Financial 
Corporation. Our mission is to make decisions easier and lives 
better by empowering investors for a better tomorrow. Serving 
more than 19 million individuals, institutions, and retirement 
plan members, we believe our global reach, complementary 
businesses, and the strength of our parent company position us 
to help investors capitalize on today’s emerging global trends. 
We provide our clients access to public and private investment 
solutions across equities, fixed income, multi-asset, alternative, 
and sustainability-linked strategies, such as natural capital, to 
help them make more informed financial decisions and achieve 
their investment objectives. Not all offerings are available in all 
jurisdictions. For additional information, please visit 
manulifeim.com.  

 

This material has not been reviewed by, is not registered with any 
securities or other regulatory authority, and may, where 
appropriate, be distributed by the following Manulife entities in 
their respective jurisdictions. Additional information about 
Manulife Investment Management may be found at 
manulifeim.com/institutional.  

Australia: Manulife Investment Management Timberland and 
Agriculture (Australasia) Pty Ltd, Manulife Investment 
Management (Hong Kong) Limited. Canada: Manulife 
Investment Management Limited, Manulife Investment 
Management Distributors Inc., Manulife Investment 
Management (North America) Limited, Manulife Investment 
Management Private Markets (Canada) Corp. Mainland China: 
Manulife Overseas Investment Fund Management (Shanghai) 
Limited Company. European Economic Area Manulife 
Investment Management (Ireland) Ltd. which is authorised and 
regulated by the Central Bank of Ireland Hong Kong: Manulife 
Investment Management (Hong Kong) Limited. Indonesia: PT 
Manulife Aset Manajemen Indonesia. Japan: Manulife 
Investment Management (Japan) Limited. Malaysia: Manulife 
Investment Management (M) Berhad 200801033087 (834424-U) 
Philippines: Manulife Investment Management and Trust 
Corporation. Singapore: Manulife Investment Management 
(Singapore) Pte. Ltd. (Company Registration No. 200709952G) 
South Korea: 

Manulife Investment Management (Hong Kong) Limited. 
Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife 
Investment Management (Taiwan) Co. Ltd. United Kingdom: 
Manulife Investment Management (Europe) Ltd. which is 
authorised and regulated by the Financial Conduct Authority 
United States: John Hancock Investment Management LLC, 
Manulife Investment Management (US) LLC, Manulife 
Investment Management Private Markets (US) LLC and Manulife 
Investment Management Timberland and Agriculture Inc. 
Vietnam: Manulife Investment Fund Management (Vietnam) 
Company Limited.  

Manulife, Manulife Investment Management, Stylized M Design, 
and Manulife Investment Management & Stylized M Design are 
trademarks of The Manufacturers Life Insurance Company and 
are used by it, and by its affiliates under license.  

 

 

 
 


