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BACKGROUND
The common perception is that a rising interest rate environment is negative for Real Estate Investment Trusts
(“REITs”), with REITs being a yield-oriented asset class, as well as the relatively high leverage used by REITs. The
US Federal Reserve has embarked on its latest rate hike cycle, with December 2015 seeing the first rate hike since
2006:
Period

Increment

Target Federal Funds Rate

December 2015

25 bps

0.25-0.50%

December 2016

25 bps

0.50-0.75%

March 2017

25 bps

0.75-1.00%

June 2017

25 bps

1.00-1.25%

Source: www.federalreserve.gov; as at July 2017.

The rate hike cycle is expected to continue. With Singapore pursuing a pass-through mechanism on interest rates,
a rising interest rate is a key concern for potential REITs investors here. According to a CLSA report in April 2017,
the 10-year Singapore Government Bond yield has traded on average within 5 bps of its US counterpart over the
last five years.

INVESTORS CAN POTENTIALLY BE REWARDED FOR STICKING WITH
SINGAPORE REITS
Nevertheless, we find that investors can potentially still benefit from an allocation to REITs in a rising interest rate
environment. The chart below illustrates how the FTSE Straits Times REIT Index and the FTSE Straits Times Index
performed against the changes in the 10-year Singapore Government Bond yield, for the period from January 2005
to June 2017:
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FTSE Straits Times REIT Index (LHS)
FTSE Straits Times Index (LHS)
Monetary Authority Of Singapore Benchmark Govt Bond Yield 10 Year (RHS)
Index returns are calculated on a total return basis in SGD terms. Past performance is not necessarily indicative of future
performance.
Source: Lion Global Investors, Bloomberg; as at August 2017.
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The table below shows the return numbers in various time periods with significant increases in the bond yield:
Period

Yield Increment (bps)

FTSE Straits Times REIT Index

FTSE Straits Times Index

Jun 05 – Jun 06

98

-5.88%

15.34%

May 08 – Jun 08

154

-4.53%

4.45%

May 09 – May 10

81

84.94%

53.84%

Nov 10 – Feb 11

69

-2.92%

-3.33%

May 13 – Sep 13

137

-19.13%

-7.14%

Jan 15 – Sep 15

90

-7.77%

-12.66%

Jul 16 – Dec 16

65

3.23%

7.52%

Index returns are calculated on a total return basis in SGD terms. Past performance is not necessarily indicative of future
performance.
Source: Lion Global Investors, Bloomberg; as at June 2017.

We find that in 3 of the 7 time periods identified above (May 09 – May 10, Nov 10 – Feb 11, Jan 15 – Sep 15),
Singapore REITs actually outperformed the broader Singapore equity index. These are also periods in which the
interest rates increased on a relatively more gradual basis. Hence, it is not with certainty that Singapore REITs will
underperform in a rising interest rate environment. We need to consider various sector- and stock-specific factors
and catalysts that could potentially allow a Singapore REIT to outperform the broader market.
There are two key reasons why investors may choose to stick with Singapore REITs in a rising interest rate
environment:
1)

Debt profile of Singapore REITs have improved
With higher interest rates on the horizon, Singapore REITs have actively refinanced their debt maturities
(average of 3.7 years) and maintained high fixed debt hedge ratios (average of 78%). Overall debt levels
have also been kept at a manageable 36.6% average. These measures will help to mitigate the impact of
higher borrowing costs in the near term, with lower rates and longer terms already locked in. The charts
below illustrate the debt profile of the top 10 Singapore REITs by market capitalisation:
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References to specific corporations/companies are not intended as recommendations to purchase or sell investments in
such corporations/companies.
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Source: Lion Global Investors, Bloomberg; as at August 2017.
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Reported Gearing
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References to specific corporations/companies are not intended as recommendations to purchase or sell investments in
such corporations/companies.
Source: Lion Global Investors, Bloomberg; as at August 2017.
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Source: Lion Global Investors, Citi Research; as at August 2017.

2)

Economic fundamentals are more important
If the rising interest rates are associated with economic and inflation growth, then these factors can also
boost demand for real estate, and support higher occupancy rates and rents, and accordingly improve the
fundamentals of REITs. To this end, Singapore fundamentals for Q1 2017 have been marginally better
than expected, with a GDP growth of 2.7% for Q1, and growth likely to track above 2% for the year. Better
business sentiment could imply more rental upside. Accordingly, segments such as industrial, hotels and
offices could benefit more from the improved economic conditions.

CONCLUSION
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REITs can continue to be an important allocation as part of a diversified portfolio, particularly with the relatively high
yields found in Singapore REITs. Additionally, if interest rates do increase gradually as signaled by the US Federal
Reserve, Singapore REITs may still potentially outperform the broader Singapore market. There are many other
factors at play other than the interest rates. Hence, regardless of the interest rate environment, investors can
leverage on an index that helps to screen for high-quality Singapore REITs, to gain efficient exposure to the sector
and still reap the potential benefits of the asset class.
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DISCLAIMER
Lion Global Investors Limited (“Lion Global Investors”) is a company incorporated in Singapore and a member of the
OCBC group.
This publication is for information only. The information contained herein is confidential and must not be published,
circulated, reproduced or distributed in whole or part to any other person without the written consent of Lion Global
Investors and is not intended for use by any other person other than the intended recipient. It is not an offer or
solicitation for the purchase or sale of any securities/investments and does not have regard to your specific
investment objectives, financial situation or particular needs. Any opinion or estimate provided in the publication is
made on a general basis and is not to be relied on by investors as advice.
The information provided herein may contain projections or other forward-looking statements regarding future events
or future financial performance of countries, markets or companies. Investors must make their own assessment of the
relevance, accuracy, adequacy and reliability of the information provided and make such independent investigations
as they may consider necessary or appropriate for the purpose of such assessment. Lion Global Investors reserves
the right to make changes and corrections to its opinions expressed here at any time, without notice. Accordingly, no
warranty is given and no liability is accepted for any loss arising directly or indirectly as a result of investors acting on
any information, opinion, forecast, or estimate contained herein.
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© Lion Global Investors Limited. All rights reserved. Lion Global Investors Limited is a Singapore incorporated
company, and is not related to any corporation or trading entity that is domiciled in Europe or the United States (other
than entities owned by its holdings companies).
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