











Chapter 3: Markets and Sectors to Watch

by cutting off supply, whereas if it's a big multiuse you'll still be
delivering for the next four years.”

Expected best bets: Shenzhen has retained its top ranking
from last year. In addition, most other Mainland cities also
feature strongly, with development pipelines across China
bigger than all the rest of Asia put together by an order of
magnitude, according to CBRE statistics. Chinese demand is
so high for a number of reasons: the sheer size of the country
and its economy, the previous lack of any modern facilities,
the government’s longstanding infrastructure buildout policies,
and extremely fast growth in its e-commerce industry.

That said, logistics investments in China are hard work on

a number of fronts and tend to be the preserve of larger
institutional players. One Singapore-based REIT manager
suggested that the difficulties of trying to build a China-based
platform were such that he preferred to invest in Australia,
where investors benefit from freehold property rights, longer
leases, and less government interference, among other things.

Japan is another market dominated by the major logistics
players. Although many new assets have already been cre -
ated, opportunity still exists. According to one institutional
investor currently looking at the Japanese market: “Despite
being a developed nation, the existing facilities are not fully
automated or modern, so there’s a transition that’s ongoing.
And Japan is still undervalued. Especially if you're willing to
take some development risk, it's probably the least risky place
in the world because there are guaranteed minimum price
contracts. So, your yield-on-cost is probably 6 percent to 7
percent, versus buying a logistics asset at 4 percent. If you
then sell at 4 percent, it’s still a good value-add type of invest -
ment. A lot of people are ahead of us in this game, though.”

According to Deutsche Asset Management, total returns for
the three main Asia Pacific logistics markets were 8.7 percent
and 8.4 percent for Shanghai and Beijing respectively, 8.3
percent and 7.9 percent for Melbourne and Sydney respec -
tively, and 5.7 percent for Tokyo.

Another interesting destination for logistics, though it did not
feature prominently in our survey, is India, where the introduc -
tion of a new tax structure in place of the older dysfunctional
system has removed inefficiencies and opened up the
logistics sector to be developed across the country. This has
unleashed a torrent of incoming investment. According to one
locally based consultant: “In the last six months, we have seen
almost two-and-a-half-plus billion dollars of foreign money
flowing to the Indian warehousing and industrial real estate
development story, with more coming. And that’s just from

the top five or six names.” With domestic warehousing stock
in India currently equivalent to around 1.5 percent of what is
available in China, and cap rates currently in the area of 9 to

10 percent, the investment landscape has something of a
gold-rush feel to it.

Hotels

Transactions throughout the region remained reasonably strong
in the first half of 2017, led by Hong Kong, which claimed five
major transactions totaling some US$1.6 billion. Activity was
driven mainly by domestic buyers. Australia was also a stand -
out in terms of hotel transactions during the first half.

Probably the main trend influencing overall activity in Asia’s
hotel sector is demographic change, with huge annual
increases in new tourists traveling internationally as more
workers rise above hand-to-mouth existences. This shift is
being led mainly by China. The resulting opportunities are
being pursued by private equity capital both big and small.

In particular, family funds tend to be drawn to the bou -

tique hotel end of the sector, particularly in Southeast Asia.
According to a manager at one such fund: “In our hotels, the
guest profiles have changed. In the past, we were looking for
corporate clients who paid group rates; but going forward,

Exhibit 3-9 Hotel Assets Buy/Hold/Sell Recommendations
for 2018, by City
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Source: Emerging Trends in Real Estate Asia Paci ¢ 2018 survey.
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Front cover photo: The Cutaway at Barangaroo Reserve, Sydney, Australia. The project
re-creates a historic headland on an abandoned dock in Sydney Harbor. A team led by
ULI J.C. Nichols Prize for Visionaries in Urban Development laureate Peter Walker
designed a focal open space including pedestrian and bicycle pathways, as well as this
underground cultural center as part of the long-term vision for the area.

Image: Courtesy of Barangaroo Delivery Authority.




