
WEALTH20 | The Business Times | Tuesday, March 19, 2024

Published and printed by SPH Media Limited. Co. Regn.No. 202120748H. Customer Service (Circulation): 6388-3838,circs@sph.com.sg, Fax: 6319 8178.

CHANGES to the Central Provident
Fund (CPF), announced a month
ago, have sparked discussions on
retirement planning in various
media and finance chat groups. So
how should you regard CPF Life?
What should a person age 55 and
older do when the Special Account
(SA) closes next year for them?

These decisions cannot be tak-
en in isolationwithoutconsidering
retirement planning holistically.
Startwithcraftingagoodspending
plan by first listing down all your
assets which can give you an in-
come.Basedonthemeaningful life
thatyouwant to live, carefullyesti-
mate your expenses at different
stages in retirement.

For example, in the first five
years of retirement, you may need
S$10,000 a month, going down to
S$8,000 a month in the next five
years, before reducing it to
S$6,000 a month for the rest of
your life. From these estimated ex-
penses, decide what amount is ab-
solutely necessary (essential) with
the remaining amount being good
to have (discretionary).

The next step – also the most

complex – is to match suitable as-
sets/instruments in your list with
the expenses needed at various
stages in retirement. Generally
speaking,tofundessentialexpens-
es throughout the lifetime of the
retiree, assets that are safe and re-
liable regardless of financial mar-
ket volatility, and which are able to
mitigate longevity risk, should be
used.

CPF Life, private annuities, re-
tirement income insurance plans,
investment-grade bonds, and so-
metimesevenrealestateareexam-
ples of such assets. For discretion-
ary spending, you may use riskier
asset classes such as equities and
bonds. But at appropriate times,
you need to gradually convert por-
tions of these investments into
cash or cash-like instruments for
the discretionary expenses in the
immediate five years.

Cash, fixed deposits (FDs), Trea-
sury Bills (T-bills), Singapore Sav-
ingsBonds(SSBs),moneyinCPFOr-
dinary Account (OA) after age 55
and short-term single-premium
endowments are some instru-
mentstoconsider.Aspendingplan
will help you to make better deci-
sions with regard to the recent CPF
changes.

What to do with the OA
after SA closes in 2025

Next year, the SA closes for those
aged 55 and older, and money will
be transferred to the OA. How you
should respond will depend on
whatthemoneywasearmarkedfor

inyourspendingplan. If it ismeant
to fund discretionary expenses in
the immediate five years, you can
consider placing portions of it in
other cash/cash-like instruments
if they are meaningfully higher
than the 2.5 per cent a year offered
by the OA.

Otherwise, you may just leave it
in the OA, and it should not affect
your retirement income too much.
But if the money in the OA is not
needed for discretionary expenses
until much later, you can consider
investing in riskierassets topoten-
tially get higher returns.

Howmuch to put into the
Retirement Account (RA)
for CPF Life

Because of space constraints, I
comparedCPFLifewithonlyoneof
the popular retirement income in-
surance plans in the market. Given
that all insurers have to use the
same projection rates in their ben-
efit illustrations, the results would
notdeviatetoomuchexceptforthe
different frills offered by different
product providers.

For comparison, I used the CPF
Life Standard Plan and the Full Re-
tirement Sum (FRS) for 2025. For
the retirement income insurance
plan, I used the higher end of the
lifefundprojectionof4.25percent

ayear.Evenat thehigherendofthe
projection, you can see quite clear-
ly that CPF Life is superior. The in-
surance plan’s bequest amount is
higher,but it isbecausethemonth-
ly payout is lower.

Butyoushouldnotbebuyingan
annuity/retirement income plan
for its higher bequest. That is also
why CPF Life’s effective interest is
still higher, all things considered.
Theoneadvantageofprivateinsur-

ance plans is that you can surren-
der the policy if you need to, and
get some money back. You cannot
do the same with CPF Life.

So, first topupyourRAuptothe
amount (subject to the maximum
of the new Enhanced Retirement
Sum in 2025) that will give you the
CPF Life monthly payout you need
for the essential expenses in your
spending plan. If the maximum
monthly payout from CPF Life is

still insufficient, you can use other
suitable instruments to supple-
ment it. Alternatively, if you can
find private annuity plans which
can provide the same or higher
monthly payouts for life, you may
buyprivateannuitiesinsteadofus-
ing CPF Life, and apply to be ex-
empted from setting aside the re-
tirementsumandalsowithdrawall
your CPF retirement savings.

Unfortunately, it is quite diffi-
cult to find such policies these
days. If you want more liquidity,
youcanjustbuyCPFLifeuptoyour
cohort’s FRS and supplement the
rest of your essential expenses
with other instruments such as re-
tirement income insurance plans.
Butyoumayhave toaccepta lower
monthly payout or pay a higher
premium to get the payout you
need.

A wealth plan’s goals of saving
towards and spending in retire-
ment will span decades. Many
things in the world will change, in-
cluding government policies. It is
essentialtoensurethatyourplanis
robust enough to mitigate life un-
certainties.

The writer is chief executive
officer, Providend, South-east
Asia’s first fee-only comprehensive
wealth advisory firm
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Drawing up a spending strategy is a good first step,
then match your assets accordingly

Retirement building block
Planning for essential expenses

Suitable assets/instruments

Return from the life fund
Credit rating
Monthly payout from age 65
Benefits
@end of age 65
@ end of age 75
@ end of age 85
@end of age 90
Projected surrender value@ end of

CPF Life Standard Plan FRS
of S$213,000 in 2025
@ age 55
4% p.a. guaranteed currently
AAA
S$1,730 for life

S$273,772 3.34%
S$66,172 2.27%
S$0 3.74%
S$0 4.35%

Can’t be surrendered

Private insurer retirement income
plan premium of S$213,000
@age 55
Projected up to 4.25% p.a. currently
AA-
S$1,385.34 till age 100

S$283,706 3.17%
S$128,754 2.14%
S$42,485 2.87%
S$0 3.18%

age 65: S$204,896
age 75: S$118,104
age 85: S$31,835
age 90: S$0

Cash, FD, T-bills, SSBs,
CPF-OA, short-term single
premiumendowment plans

Not Applicable

Diversified
portfolios of
equities and bonds

DISCRETIONARY EXPENSES
NEEDED IN THE IMMEDIATE
5 YEARS

DISCRETIONARY
EXPENSES NEEDED
5 YEARS AND LATER

ESSENTIAL EXPENSES
NEEDED FOR LIFE

SOURCE: PROVIDEND BTVISUAL: HYRIE RAHMAT

Bequest Annualised EIR Bequest Annualised EIR

Note: EIR (effective interest rate); FRS (Full Retirement Sum)

CPF Life's assured monthly payout may be used to fund essential
expenses in retirement. PHOTO: BT FILE

THE sharp rise in global interest
rates that took hold in the second
halfof2022drovea “great reset”of
real estate values, with mixed im-
pact on investors and lenders.

However, with interest rates
peaking and inflation starting to
ease, we are beginning to see light
at the end of the tunnel. The Asia-
Pacific (Apac) real estate market is
set to begin its recovery in 2024,
driven by stabilised capital values
and resilient income returns.

The structural growth in terms
of demographics, digitalisation
and decarbonisation are driving
secular shifts in occupier demand
acrossrealestatesectorsandgeog-
raphies. From the cyclical perspec-
tive, some markets in Apac current
offer interesting entry prices and
rentalgrowthprospects,asthecur-
rent cycle and price discovery en-
ter a stabilisation stage.

Furthermore, the ongoing shift
fromthemorehighlyregulatedtra-
ditional bank-led financing and to-
wards private market funding is
creating new opportunities for
debt investors.

Apac among the most
resilient regions

The Apac region has been one of
the most resilient globally thanks
to the diversity of its markets. The
markets in the region have correct-
ed at different speeds, and this di-
versity offers exciting opportuni-
ties.

Looking ahead, rental growth
willbeakeydriverfortherecovery,
with the days of compression in
capitalisation rates well behind us.
However, the recovery will be un-
even with varying momentum
across major geographies and sec-
tors. Overall, global real estate val-
ues are projected to decline by ap-
proximately 30 per cent from peak
totrough.Asia(ex-Japan)mayseea
relatively modest10 to 20 per cent
decline, while Europe could face
falls closer to 40 per cent.

In the Apac ex-Japan markets,

higher interest rates and expand-
ing cap rates have weighed on as-
set pricing, particularly in Austra-
liaandSouthKorea.Thesemarkets
are expected to start stabilising
and improving in the coming 12
months.

In contrast, Japan’s persistent
low interest rates have supported
real estate prices and compressed
caprates in thepast twoyears.The
healthy yield spread and market
stabilitycontinuetomakeJapanan
attractive investment destination.
However, the expectation that bor-
rowing costs will rise marginally is
puttingadampeneron theoutlook
for asset prices.

Apac’s structural opportunities:
three Ds

Astheresetcontinuesandmarkets
remainuncertain,realestate inves-
torsneedtofocusonwhattheycan
control – income. Long-term struc-
turaltrendssuchasdemographics,
digitalisation and decarbonisation

are attractive themes driving occu-
pier demand and rental growth
across various sectors.

Demographics plays a crucial
role, particularly in major cities
such as Sydney, Melbourne, Singa-
poreandTokyo,wherethegrowing
urban population and high cost of
home ownership offer attractive
prospects in rental housing. Addi-
tionally, other living sectors such
asstudentaccommodationandse-
nior housing sectors are also bene-
fiting from these population
trends.

The undersupply of institution-
al residential rental housing in
Australia,HongKongandmostma-
jorcities in theregion,anddelayed
newsupplyduetohigherconstruc-
tion costs support the fundamen-
tals of this sector.

Digitalisation is fuelling de-
mand for data centres and logis-
tics. We are in the early stages of a
generational structural growth op-
portunity for such centres. Advan-

cements in generative artificial in-
telligence are accelerating demand
for them. Rental prospects also re-
mainrobustagainst thefavourable
fundamentalsofsoliddemandand
limited supply.

Hyperscale data centres serving
major cloud providers are expect-
ed to experience strong rental
growth, especially in markets with
limited power supply such as To-
kyo, Seoul and Singapore, as well
as major Australian cities.

While logistics remains a fa-
vourable investment theme, inves-
tors should focus on selective core
sub-markets. Prime and centrally
located logistics assets in submar-
kets such as Sydney, Melbourne,
Tokyo, Singapore and Seoul are ex-
pected to outperform, driven by
automation and increased produc-
tivity in the third-party logistics
and delivery sectors.

Finally, the decarbonisation
trend is driving the need for prop-
erties with strong ESG (environ-

mental, social, governance) cre-
dentials. Investors must therefore
carefully select assets with robust
green rating credentials and focus
on stable income strategies for
Grade A properties.

However, there are also oppor-
tunities as well-located assets are
atriskofbecomingstrandeddueto
weakESGcredentials.Thesecanbe
purchased at depressed pricing;
occupier demand and valuation
could be restored and enhanced
through thoughtful retrofitting
and asset strategies.

While thecurrententryprices in
most Apac markets are starting to
look interesting for long-term in-
vestors, some cyclical opportuni-
ties are also emerging from the
downturn. Despite headwinds for
the office sector globally, the out-
look for office space in Sydney, Se-
oul and Singapore appear compell-
ing, while caution is advised for Ja-
pan and China. The tourism recov-
ery will be positive for the
hospitality sector and high street
retail, particularly in Tokyo and
Osaka.

Real estate debt: plugging
the funding gap

Given market dislocation and the
sharp rise in interest rates over the
past12to18months,manyinstitu-
tional investors see an attractive
entry point to diversify their port-
folios – with real estate debt.

Debt typicallyoutperformsdur-
ingperiodsofuncertainty,andthis
especially rings true in the current
environment. Tighter banking reg-
ulations and low leverage tend to
provide attractive entry points,
and interest rates and lending
spreads have risen, boosting re-
turns.

Apac remains well behind the
US and Europe in the non-bank
lending market, but recent devel-
opments to shore up lending stan-
dards is accelerating growth. Reg-
ulatory restrictions, which in-
crease capital requirements on
bank lending, will lead to increas-
ing buffers. This suggests banks

may take an even more cautious
approachtocommercialrealestate
lending. It opens the door for non-
bank lenders to fund in-demand
projects.

In the high-yield debt space,
Australia presents more compell-
ing opportunities as banks remain
very competitive in most other de-
velopedAsianmarkets.Regulatory
pressureonAustralianbanks tore-
duce real estate exposures, partic-
ularly for riskier assets and pro-
jects, and a widening of the capital
pool available for real estate lend-
ing are assisting this trend.

Investors need to be very selec-
tive though, particularly in the of-
fice and residential developments,
targeting higher quality assets and
well managed projects that will
likely remain attractive to tenants
and buyers throughout this cycle.

Portfolio diversification

Private-market assets including re-
al estate and private credit are
growing in favour among wealthy
investors who increasingly turn to
alternative investments for portfo-
lio diversification and better risk-
adjusted returns.

This is especially so for sectors
with enormous growth potential
and high entry barriers such as da-
ta centres. Today, these opportuni-
ties can only be accessed via real
estate investment trusts or dedi-
cated private funds.

The “great reset” caused some
short-term pain, but relief looks to
be around the corner for long-term
investors searching for an attrac-
tive entry point. With interest rates
hike intherear-viewmirror, invest-
inginlinewiththeseculartrendsis
a good starting point.

In addition, a well-diversified
real estate portfolio across equity
and debt will no doubt deliver a
less volatile and better risk-adjust-
ed outcome, as we navigate the on-
goingmarketchallengesand lever-
age the expected recovery.

The writer is head of Asia-Pacific,
PGIM Real Estate

Despite headwinds for the office sector globally, the outlook for office space in Sydney, Seoul and Singapore
(above) appear compelling, while caution is advised for Japan and China. PHOTO: BT FILE

Apac real estate values emerge after ‘the great reset’
By Benett Theseira


