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Can Yield Spreads Help Identify Investment 
Opportunities in Japan?

A stand out feature of Japan’s institutional office and 
retail real estate stock is its age. On our estimates, 
across Asia Pacific, Japan’s stock is among the oldest 
(Exhibit 1).1 For investors this points to opportunities 
for value-add investing such as refurbishment or 
repositioning plays. And yet age of stock is not enough 
in itself to generate investment returns: old stock can 
and often is modernized through time.

To help strengthen the case for value-add investing, we 
can instead lean on capital expenditure data from MSCI 
– data that, for instance, captures spending on building 
improvements on institutionally held property. For 
Japan, this data highlights another stand out – that 
Japan posts one of the weakest trends in capital 
spending across most all developed economies. This 
trend strengthens the investment case – suggesting 
there is a lot of relatively mismanaged or undermanaged 
real estate (Exhibit 2).

REF: 020518

ASIA PACIFIC INSIGHTS
REAL ESTATE INVESTMENT RESEARCH   |   SEPTEMBER 2025

Sources: JLL, PMA, PGIM Real Estate. As of September 2025.

Exhibit 1: Japan Has A Lot of Old Office and Retail 
Stock
Estimated Cumulative Share of Institutional Commercial Real Estate 
Stock Greater than 20 Years of Age, Major Investment Markets

MSCI Real Estate Capital Spending, Index Values 2010=100

Exhibit 2: Japan Has a History of Weak Institutional 
Capital Expenditure

Sources: MSCI, PGIM Real Estate. As of September 2025.
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1 See our Asia Pacific Value-Add Investing paper for more analysis on the pan-regional age of Asia Pacific stock.

https://www.pgim.com/content/dam/pgim/us/en/pgim-real-estate/active/documents/value-add/pgim-real-estate-research-apac-value-add-real-estate.pdf
https://www.pgim.com/content/dam/pgim/us/en/pgim-real-estate/active/documents/value-add/pgim-real-estate-research-apac-value-add-real-estate.pdf
https://www.pgim.com/content/dam/pgim/us/en/pgim-real-estate/active/documents/value-add/pgim-real-estate-research-apac-value-add-real-estate.pdf
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But this weak capital spending trend potentially also 
shows up in another way. By looking at yield spreads 
between prime data – data representing the 
hypothetical best in class for any given market – and 
MSCI data – data based on the valuations of existing 
assets – we can argue that the wider the spread the 
greater the gap in quality between these two real estate 
markets.2 

To be sure, such yield spreads don’t just reflect 
differences in quality; other factors such as location, 
building age, tenant make up, etc. also matter. 
Moreover, MSCI reports a net operating income 
(NOI) yield, which is impacted by market conditions

such as rising vacancy rates that will here, for instance, 
drive NOI lower and vice versa. Even then the mark-
to-market nature of prime data means there will be 
times when prime yields move faster than and even 
above MSCI.

Nonetheless, if we run this yield spread analysis against 
capital spending trends for four major investment 
markets – the United States, UK, Australia and Japan – 
we can see a pattern. Australia and the United States – 
countries with relatively higher capital spending – have 
the narrowest yield spreads (Exhibits 2 and 3).

Exhibit 3: Yield Spreads Can Also Capture Differences in Quality of Real Estate
MSCI NOI Yield on Institutionally Held Real Estate Assets and Prime Net Initial Yield

2 Technically, MSCI reports the NOI yield, which will be influenced by market conditions. Nonetheless, alone this does not account for the relatively large differences between 
the two-yield series across countries and time.
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Sources: MSCI, JLL, Cushman & Wakefield, PGIM Real Estate. As of September 2025.
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As an exercise, the notion that these spreads could be 
capturing quality differences between institutionally 
held real estate stock and prime is interesting. But it 
also offers more by way of the potential value catch 
up an increase in capital spending could have. In 
Japan, closing the spread between prime and MSCI 
real estate implies a near 30% increase in the value of 
institutionally held stock.

For Japan, these spreads vary by sector (Exhibit 4). 
The spreads are higher in the office and retail sectors 
than in logistics. This implies investors should turn 
more to opportunities in the office and retail sectors 
first. And given what we know this makes sense. 
Despite its shortcomings as a method, these are also 
the two sectors with the oldest stock.

Exhibit 4: For Japan, the Value-Add Investment Case Looks Stronger for Office and Retail

Prime vs. MSCI Income Yields

Sources: PMA, MSCI, PGIM Real Estate. As of September 2025. 
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What Do Cash-on-Cash Returns Tell Us About the 
Investment Outlook?

The cash-on-cash (CoC) return is a tactical metric 
commonly used to reflect the annual cash yield on 
equity. With APAC’s real estate returns expected to 
be largely income driven over the coming years  – 
further exacerbated by protracted rate cuts as 
projected by Oxford Economics – CoC provides an 
effective lens to identify outperformers while helping 
to manage downside risk through stable income that 
is expected to help preserve returns, even amid 
valuation pressures.

Comparing entry capitalization rates with projected 
CoC yields, it is observed that positive leverage is 
anticipated to dominate across most markets and 
sectors, as demonstrated by the excess of CoC yields 

relative to the acquisition capitalization rates across 
most markets (Exhibit 5),3  highlighting the leverage-
driven yield uplift potential through 2029, as interest 
rates and borrowing costs are expected to fall in most 
markets. 

Japan is going against this tangent. However, the 
country is still expected to maintain its positive carry 
despite the projected benchmark interest rate hikes, 
while most markets in Australia and South Korea are 
anticipated to exhibit accretive leverage impact, 
reflecting the stronger financing-driven yield 
enhancement. By contrast, Hong Kong and 
Singapore4 remain constrained, with tight spreads 
between the entry yields and cost of debt, limiting the 
knock-on benefits of leverage.

Exhibit 5: Positive Leverage Is Anticipated to Dominate Across Most Markets and Sectors

Entry Capitalization Rate (2Q25) vs. Cash-on-Cash Yield (5yr Hold Period) (%)

Sources: Oxford Economics, JLL, PMA, PGIM Real Estate. As of September 2025.

REF: 020518

3 Refers to CoC yields based on an investment hold period of 5 years from 3Q25 to 2Q30. The CoC yields are computed based on the projected cash flows with the 
following cost of debt and loan-to-value (LTV) assumptions: Japan (1.9% / 55%), South Korea (4.3% / 60%), China (3.5% / 50%), Hong Kong SAR (4.5% / 55%), Singapore 
(3.5% / 55%), Australia (5.4% / 50%).
 4 Singapore logistics assets are based on a 60-year lease hold land tenure. Source: JLL.
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However, country-level trends mask significant 
divergence across city-sectors. Overlaying anticipated 
capitalization rate movements with projected CoC 
yields highlights strategies combining higher income 
yields with potential capitalization rate compression – 
most evident in Australian city-sectors and select 
logistics markets such as Singapore and Seoul 
(Exhibit 6), which is expected to provide some 
downside resilience in the current climate.

Retail stands out with the strongest CoC returns with 
marginal compression upside, underpinned by the 
higher entry capitalization rate and, consequently, the 
wider yield spread over borrowing cost. Additionally, 
the sector is expecting a stronger rental uplift driven 

by improving consumer sentiment and spending in 
the coming years. However, the performance of office 
and logistics remains mixed, dependent on micro 
market fundamentals and structural trends such as 
return-to-office and e-commerce penetration. 

Projections by JLL and PMA indicate that values are 
now under further pressure to fall in select markets 
like China and Japan, although China’s outlook is 
stabilizing compared to Japan’s upward yield shifts. 
Nevertheless, multifamily opportunities are still a 
viable strategy in Tokyo and Osaka, though asset 
selection remains key.

Exhibit 6: Cash-on-Cash Yields Highlight Strategies Combining Higher Income Yields With Potential Capitalization 
Rate Compression

Cash-on-Cash Yield (5yr Hold Period) (%) vs. Capitalization Rate Movements (bps)

Sources: Oxford Economics, JLL, PMA, PGIM Real Estate. As of September 2025.
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Looking ahead, CoC yields are expected to 
reaccelerate for the office and retail sectors amid the 
ongoing cyclical recovery to exceed decade-ago levels, 
though logistics CoC yields have materially 
compressed following its structural re-pricing over the 
past few years (Exhibit 7). 

Using Brisbane’s office market as an illustration, 
expected CoC yields now sit in the high single digits – 
approximately 150 bps above levels a decade ago, 
highlighting the enhanced return profile from leverage 
amid a gradually easing funding environment.

Overall, the APAC real estate landscape continues to 
present itself as a nuanced but favorable environment 
for institutional investors. With global tariffs and 
protracted rate cuts keeping risk premiums wide, the 
current window for attractive entry pricing is still 
open, especially in markets where fundamentals and 
financing spreads align.

Exhibit 7: In Australia, CoC Yields Are Expected to Accelerate for the Office and Retail Sectors

Cash-on-Cash Yield (2015 vs Current 2Q25 vs. 5-yr Hold Period) (%) 

Sources: Oxford Economics, JLL, PMA, PGIM Real Estate. As of September 2025.
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Important information

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital. Past 
performance and target returns are not a guarantee and may not be a reliable indicator of future results.

PGIM Real Estate is the real estate investment management business of PGIM, the principal asset management business of Prudential 
Financial, Inc. (“PFI”), a company incorporated and with its principal place of business in the United States. PGIM is a trading name of 
PGIM, Inc. and its global affiliates. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (the 
“SEC”). Registration with the SEC does not imply a certain level of skill or training. PFI of the United States is not affiliated in any manner 
with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in 
the United Kingdom. Prudential, PGIM, their respective logos and the Rock symbol are service marks of PFI and its related entities, 
registered in many jurisdictions worldwide. For more information, please visit pgimrealestate.com.

GENERAL/CONFLICTS OF INTEREST
These materials represent the views, opinions and recommendations of the author(s) 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, assure 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 the 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, the recipient(s) of this report must make its own independent 
decisions.
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Important information (continued)

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product 
investment committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may 
receive incentive compensation based upon the overall performance of the organization itself and certain investment funds or products. 
At the date of issue, PGIM Real Estate and/or affiliates may be buying, selling, or holding significant positions in real estate, including 
publicly traded real estate securities.  PGIM Real Estate affiliates may develop and publish research that is independent of, and different 
than, the recommendations contained herein.  PGIM Real Estate personnel other than the author(s), such as sales, marketing and 
trading personnel, may provide oral or written market commentary or ideas to PGIM Real Estate’s clients or prospects or proprietary 
investment ideas that differ from the views expressed herein.  Additional information regarding actual and potential conflicts of interest is 
available in Part 2 of PGIM’s Form ADV.

INFORMATIONAL PURPOSES
These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not  acting as your fiduciary and 
is not giving advice in a fiduciary capacity and (ii) is not undertaking to provide  impartial investment advice as PGIM will receive 
compensation for its investment management services.
These materials do not take into account the investment objectives or financial situation of any client or prospective  clients. Clients 
seeking information regarding their particular investment needs should contact their financial  professional.
The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set  out in this notice 
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real  Estate’s efforts to monitor and manage 
risk but does not imply low risk.
These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for  distribution to or use 
by any person in any jurisdiction where such distribution would be contrary to local law or  regulation.

RISK FACTORS
Investments in commercial real estate and real estate-related entities are subject to various risks, including adverse  changes in 
domestic or international economic conditions, local market conditions and the financial conditions of  tenants; changes in the number of 
buyers and sellers of properties; increases in the availability of supply of property  relative to demand; changes in availability of debt 
financing; increases in interest rates, exchange rate fluctuations,  the incidence of taxation on real estate, energy prices and other 
operating expenses; changes in environmental  laws and regulations, planning laws and other governmental rules and fiscal policies; 
changes in the relative  popularity of properties risks due to the dependence on cash flow; risks and operating problems arising out of the  
presence of certain construction materials; and acts of God, uninsurable losses and other factors. As compared with other asset classes, 
real estate is a relatively illiquid  investment. Therefore, investors' withdrawal requests may not be satisfied for significant periods of time. 
In addition, as recent experience  has demonstrated, real estate is subject to long-term cyclical trends that give rise to significant 
volatility in real  estate values. An investor could lose some or all of its investment. Real estate investment trusts (REITs) may invest in 
equity securities of issuers that are principally engaged in the real estate industry. Therefore, an investment in REITs is subject to certain 
risks associated with the real estate industry and, more generally, the public markets.
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