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What Will a China Reopening Mean for APAC’s
Real Estate Markets?

China’s reopening will be positive for APAC
economies and real estate markets, although the
impacts will be uneven across countries and sectors
depending on levels of exposure to China. There are
several markets that will particularly benefit from the
border reopening.

With nearly a third of enrolled students coming from
overseas — of which Chinese students accounted for
the largest proportion in 2019 — Australia’s purpose-
built student accommodation (PBSA) and the
residential market will be among the top beneficiaries
of returning Chinese students, with nearly 50,000
students expected to re-enter Australia in the coming
months!.

Exhibit 1: Australia and Hong Kong Set to Benefit from China’s Reopening
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The return of Chinese international students will
support the already tight PBSA sector. The Property
Council of Australia revealed that PBSA facilities in
many cities are at capacity, with almost no vacancy
expected throughout 2023. Besides PBSA, the rental
housing market will also benefit from the knock-on
effects of the tight student accommodation market as
students look for alternative accommodations.
Statistics show that residential vacancy rates in Sydney
declined 50 basis points to 1.3% in January this year,
just shy of a record low of 1.0%, while it fell the same
amount to a historically low level of 1.2% in
Melbourne (Exhibit 1, left chart). Rental growth
prospects for both sectors are clearly boosted by
strong inflows of students from China after the
reopening.

Another market that is expected to benefit from
China’s border reopening is Hong Kong. Having a
tourism sector with large exposure to China (Exhibit
1, right chart), Hong Kong is set to benefit from a

surge of travelers from mainland China. Sectors linked
to tourist arrivals and spending, like hotels or high
street retails, are expected to experience the most
significant shift in near-term outlook, with real estate
brokers such as JLL upgrading their forecasts
expecting a more momentous recovery in the next 12
months.

But the market expecting the most fundamental shifts
in investor sentiment and expectation is China itself.
China’s residential sector — which has been through a
challenging time over the past two years — shows signs
of stabilizing thanks to the combined impacts of
reopening and easing of financial conditions. Several
measures targeting to support the residential market,
such as more favorable mortgage conditions for first-
time buyers, lower interest rates and more flexible
lending conditions for developers, have started to
show their impacts. Monthly data in January report
stabilized house prices in major cities and sales
volumes beginning to pick up?.

Exhibit 2: China Residential Property Markets are Expecting a Nascent Recovery in 2023
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Forecasts for China’s residential market have
improved, with a recovery expected in 2023 compared
to a forecast of prolonged L-shape before the
reopening (Exhibit 2, left chart). Public markets have
also showed an improved sentiment with both bond
and equity real estate indexes rising ¢.190% and 65%
from their November troughs, respectively (Exhibit
2, right chart).

In summary, China’s decision to reopen its border and
shifting financial policy to a more accommodative
stand will have net positive impacts on China and
several regional real estate market, particularly those
expected to benefit from the return of Chinese
tourists and travelers.

Will Rent Reversion Help Support Logistics
Values?

After years of compression, logistics cap rates are
under pressure to expand as central banks across the
region continue to hike interest rates in the fight to

control inflation. Pricing discovery started to take
place in several markets, most notably in Australia and
South Korea, with cap rates expanded in the past few
quarters (Exhibit 3).

But capital values have been holding up relatively well
thanks to stronger-than-expected rental growth
(Exhibit 3). In 2022, Australian logistics markets in
Sydney and Melbourne experienced record annual
rental growth of over 20%. Similatly, Seoul saw neatly
10% rental growth. The overall logistics sector in Asia
delivered over 5.2% real rental growth in 2022, despite
the elevated inflation rates. Higher rents are helping
logistics assets offset the negative impacts from yield
expansion in these markets. As we expect pricing to
continue recalibrating in the regional markets, with
further expansion in logistics cap rates expected in
2023, rental growth remains critical to support asset
values.

Exhibit 3: Rental Growth Has Been Crucial in Supporting Logistics Capital Values
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However, with major economies in the region
reopened fully and economic activities normalized,
the pandemic-driven surge in logistics demand has
slowed across key cities. Following aggressive
expansion in the past 18 to 24 months fulfilling
logistics demand of e-commerce players and related
third-party logistics (3PLs), leasing activities
moderated gradually. While high-quality logistics
assets in desirable locations continue to record solid
leasing performance, vacancy grew increasingly sticky
in certain submarkets and the moderation of demand
started to weigh on the rental growth outlook.

While headline rental growth is likely moderating,
strong rental uplifts in the past two years have created
a significant gap between in-place and market headline
rents, implying rental reversions for assets having
lease renewals coming. Taking the Sydney market as
an example, in-place rents estimated for an asset with
a 5-year lease started in 2018 and annual in-lease
rental escalation of 2.5% would be approximately 30%
below the nominal market rent level in 2023 (Exhibit
4, left chart).

Using the same methodology to assess potential rent
reversions, we estimate that there is a broad-based
presence of under-rented assets in several markets
such as Sydney, Melbourne, Tokyo and Singapore
(Exhibit 4, right chart). Estimated rental reversion
averaging over 10% across the key cities in the next
two years is well above the inflation rates forecast of
2.6% p.a.>. The rental reversion potentials, together
with more modest but still solid rental growth
prospects across major markets, are crucial cushions
to support capital values against the risk of further cap
rate expansion.

As such, while asset location remains critical for
leasing performance as occupiers grow more selective,
we expect that valuations of logistics assets in
established submarkets with shorter weighted average
lease expiry (WALE) — hence offering faster mark-to-
market rental reversion — will be more resilient and
present more attractive investment options to
investors in the near term.

Exhibit 4: Logistics Rents Reached New Heights, Rental Reversion to Help Defend Capital Values
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Past performance is not a guarantee or a reliable indicator of future results. This presentation is for informational or educational purposes.
The information is not intended as investment advice and is not a recommendation about managing or investing assets. In providing these
materials, PGIM Real Estate is not acting as your fiduciary.

These materials represent the views, opinions and recommendations of the Author as of January 2023 regarding the economic conditions,
asset classes, securities issuers or financial instruments referenced herein. These are subject to change at any time and may differ from the
views of other Portfolio Managers of PGIM Real Estate as whole.

Distribution of this information to any person other than the person to whom it was originally delivered and to such person’s advisers is
unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without prior
consent of PGIM Real Estate is prohibited.

The views and opinions expressed herein are as of the date given, may change as market or other conditions change and may differ from the
views and opinions expressed by PGIM Real Estate associates or affiliates.

PGIM Real Estate accepts no liability whatsoever for any loss (whether direct, indirect, or consequential) that may arise from any use of the
information contained in or derived from this commentary. PGIM Real Estate and its affiliates may make investment decisions that are
inconsistent with the recommendations or views expressed herein, including for proprietary accounts of PGIM Real Estate or its affiliates.

All charts, graphs and images shown are for illustrative purposes only.

PGIM is the primary asset management business of Prudential Financial, Inc. (PFI). PGIM Real Estate is PGIM's real estate investment advisory
business and operates through PGIM, Inc., a registered investment advisor. Registration as a registered investment adviser does not imply a certain
level or skill or training. Prudential, PGIM, PGIM Real Estate, their respective logos and the Rock symbol are service marks of PF| and its related entities,
registered in many jurisdictions worldwide. PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in the United
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information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is
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PGIM Real Estate Luxembourg S.A. is authorised and regulated by the Commission de Surveillance du Secteur Financier (the “CSSF”) in Luxembourg
(registration number A00001218) and operating on the basis of a European passport. In certain EEA countries, information is, where permitted,
presented by PGIM Limited in reliance of provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements
following the exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM Real Estate Luxembourg
S.A. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as defined in the
relevant local implementation of Directive 2014/65/EU (MiFID I).
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Important information (continued)

PGIM Real Estate Germany AG is a German Capital Management Company with a respective license pursuant to sec. 20, 22 of the German Capital
Investment Act (Kapitalanlagegesetzbuch—-KAGB). In case PGIM Real Estate Germany AG markets or distributes units or shares in external investment funds,
i.e. investment funds for which PGIM Real Estate Germany AG does not provide the collective portfolio management within the meaning of Directive
2011/61/EU or, respectively, the KAGB, such marketing or distribution is performed in accordance with sec. 20 para. 3 no.6 KAGB. PGIM Real Estate
Germany AG is not responsible for the collective portfolio management (including portfolio and risk management) within the meaning of Directive 2011/61/EU
or, respectively, the KAGB, with regard to the respective investment funds in this case. It is also not responsible for the content of any marketing material
(including prospectus, Offering Memoranda etc.) provided by the fund manager or other third parties. PGIM Real Estate Germany AG will not examine or
assess the individual situation of any prospective investor and does not provide any personal recommendations, including recommendations related to tax
issues, to prospective investors relating to transactions in the respective investment funds. Where relevant, prospective investors should seek advice from
qualified third parties before they take an investment decision.

In Singapore, information is provided by PGIM (Singapore) Pte. Ltd., a regulated entity with the Monetary Authority of Singapore under a Capital Markets
License to conduct fund management and an exempt financial adviser. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity
with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 of the Securities and Futures
Ordinance (Cap. 571). In Australia, information is issued by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale” customers
(as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the requirement to hold an Australian
Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the
FCA under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. In
Japan, information is provided by PGIM Real Estate (Japan) Ltd., a Japanese asset manager that is registered with the Kanto Local Finance Bureau of Japan.
These materials represent the views, opinions and recommendations of the authors regarding the economic conditions, asset classes, securities, issuers or
financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally delivered and to such
person’s advisers is unauthorized, and any reproduction of these materials in whole or in part or the divulgence of any of the contents hereof without prior
consent of PGIM Real Estate is prohibited. Certain information contained herein has been obtained from sources that PGIM Real Estate believes to be reliable
as of the date presented; however, PGIM Real Estate cannot guarantee the accuracy of such information, ensure its completeness or warrant such information
will not be changed. The information contained herein is current as of the date of issuance or such earlier date as referenced herein and is subject to change
without notice. PGIM Real Estate has no obligation to update any or all of such information, nor do we make any express or implied warranties or
representations as to its completeness or accuracy or accept responsibility for errors. These materials are not intended as an offer or solicitation with respect
to the purchase or sale of any security or other financial instrument or any investment management services and should not be used as the basis for any
investment decision. Past performance is no guarantee or reliable indicator of future results. No liability whatsoever is accepted for any loss whether direct,
indirect or consequential that may arise from any use of the information contained in or derived from this report. PGIM Real Estate and its affiliates may make
investment decisions that are inconsistent with the recommendations or views expressed herein, including for proprietary accounts of PGIM Real Estate or its
affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the
suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein,
recipients of this report must make their own independent decisions.

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product investment committees
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COVID-19: Occurrences of epidemics, depending on their scale, may cause different degrees of damage to national and local economies that could affect the
value of the Fund and the Fund’s underlying investments. Economic conditions may be disrupted by widespread outbreaks of infectious or contagious
diseases, and such disruption may adversely affect real estate valuations, the Fund's investments, and the Fund and its potential returns. For example, the
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