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SECTOR UPDATE

REITs - Singapore
Logistics REITs Riding On E-commerce Growth Within ASEAN

Its strategic location and well-developed maritime and aviation infrastructure
positions Singapore as an ideal hub to support e-commerce fulfilment. Logistics
companies serving e-commerce platforms need a base in Singapore to be close to
consumers within ASEAN. The transition to just-in-case supply chains is expected to
increase inventories by 5-10%. BUY MLT (Target: S$2.08) and FLT (Target: S$$1.60),
which provide FY23 distribution yields of 5.2% and 5.6% respectively.

WHAT’S NEW

¢ Singapore the ideal hub for e-commerce. Singapore is the world’s largest container
transhipment hub, while Changi Airport is the largest air cargo hub in Southeast Asia and
Southwest Pacific. Singapore was recognised as the top logistics hub in Asia for 10
consecutive years by the World Bank. The top 25 global logistics players have established a
presence in Singapore. Singapore plans to be an e-commerce hub by strengthening digital
infrastructure, cybersecurity and specialised capabilities, such as cold-chain management
and pharmaceutical logistics.

o ASEAN a lucrative market for e-commerce platforms. The 10 countries of ASEAN have a
total population of 700m, with 61% are under the age of 35. According to WEF, the number
of high income (> US$25k) and upper-middle income (US$10-25k) households is projected
to expand at a CAGR of 5.4% to 86m in 2030. ASEAN’s combined GDP of US$3.2t is
already the fifth largest in the world and is on track to become the fourth largest by 2030.
Home-grown e-commerce giants, such as Bukalapak, Lazada, Shoppee and Tokopedia, are
jostling to gain consumers’ mindshare. According to Temasek and Google, the e-commerce
market in Southeast Asia (Singapore, Malaysia, Thailand, Indonesia, Philippines and
Vietnam) is projected to expand by a CAGR of 26% and exceed US$150b by 2025.

Speedy delivery is core advantage. Millennials and dual-income households expect
convenience, choice, reliability and immediacy. Competition between online retailers is
intense. Efficient logistics is important as e-commerce platforms are under constant pressure
to reduce delivery time to meet expectations of demanding consumers. Same-day shipping
is also increasingly becoming more popular. To achieve this feat, logistics companies must
secure prime logistics space close to end-consumers in Southeast Asia.

Building resiliency creates demand for more logistics space. The US-China trade
conflict and COVID-19 pandemic have caused disruptions and exposed the vulnerabilities of
lean just-in-time supply chains. Efforts to enhance resiliency will lead to increased demand
for logistics space:

a) Retailers have to hold higher levels of inventories to cushion against supply chain
disruptions, which could lead to lost revenues. It is estimated that the transition from just-
in-time to just-in-case supply chains would increase inventories by 5-10%. Many
companies are stocking up on critical products and components to serve as buffer
against potential disruption. However, the associated increase in demand could not be
met due to lack of available logistics space.

b) Multi-national companies have adopted the “China + 1” strategy to weather the US-
China trade conflict and reduce their over-reliance on China. Many have relocated
production facilities from China to Southeast Asia, thus tapping on cost efficient
manufacturing while maintaining proximity to the huge consumer market in Asia.
Companies are diversifying their supplier bases to minimise concentration risks.
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SECTOR PICKS
Company Rec Share Price Target Price
FLT BUY 1.40 1.60
MLT BUY 1.75 2.08
Source: UOB Kay Hian
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Bloomberg Price Target Mkt Cap Yield (%) Debt to Debt to PINAV
Name Code Rec Curr 13Sep22 Price (US$m) HIST CURR FWD1Y FWD2Y Equity (%) Assets (%) )
ESR-LOGO REIT EREIT SP NR  S$ 0.40 n.a. 1,916 75 75 7.5 7.8 82.3 40.6 1.09
Frasers Logistics & Commercial FLT SP BUY S$ 1.40 1.60 3,710 55 51 5.6 5.7 416 29.2 1.06
Mapletree Logistics Trust MLT SP BUY  S$ 1.75 2.08 6,026 5.0 5.2 5.2 5.3 714 37.2 1.19

Source: Bloomberg, UOB Kay Hian
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ACTION

¢ Prime logistics deliver strong rental growth. Rents for prime logistics space saw strong
rental growth of 7.0% yoy and 2.7% qoq to S$1.53psf/month in 2Q22. Rents for warehouse
space at ground floor increased 6.9% yoy and 1.8% qoq to S$1.71psf/month. Occupancy for
warehouse space has improved 1.2ppt yoy to 90.9% in 2Q22. There is acute shortage of
quality logistics space. Capital values for prime logistics space increased 15.1% yoy and
6.5% qoq to S$213psf in 2Q22.

¢ Demand exceeds supply. The logistics market has absorbed the deluge of new supply in
2014 (7.3m sf) and 2017 (10.4m sf). The current pipeline of new supply is manageable at
5.91m sf over the next four years (2H22-25). The average annual supply of 1.76m sf during
2022-25 is 61% below the 10-year historical average of 4.50m sf (2012-21). Developers are
pursuing redevelopment to meet the strong demand. Majority of logistics space under
construction are pre-committed. There is no sizeable warehouse supply beyond 2023.

Frasers Logistics & Commercial Trust (FLT SP/BUY/Target: $$1.60):

o E-commerce penetration in Australia inched slightly higher by 0.3ppt hoh to 14.6% in 1H22.
Vacancy rate declined 0.5ppt yoy to reach a record and global low of 0.8% in 1H22
(Brisbane: 2.3%, Melbourne: 1.1% and Sydney: 0.2%).

e The Bundeskbank warned that an immediate shutdown on Russian gas imports would
reduce GDP growth by 5ppt, dragging Germany into a deep recession. Fortunately, FLT’s
Germany portfolio has a long WALE of 6.3 years and annual rental escalation is CPI-linked.

o Our target price of S$1.60 is based on the dividend discount model (cost of equity: 6.25%,
terminal growth: 2.0%).

Mapletree Logistics Trust (MLT SP/BUY/Target: $$2.08):

¢ MLT has embarked on the redevelopment of 51 Benoi Road in Singapore (completion:
4QFY25) and its Subang Jaya site in Selangor, Malaysia (completion: 2027).

¢ MLT’s China portfolio has recovered from localised lockdowns. Leasing activities have
resumed and demand for logistics space is expected to pick up rapidly in 3Q22. Key tenants,
such as JD.com and Cainiao, are keen to renew their leases.

e Our target price of $S$2.08 is based on the dividend discount model (cost of equity: 6.0%,
terminal growth: 2.0%).

SECTOR CATALYSTS

¢ Growth of e-commerce and online retail sales in Southeast Asia.
¢ Transition from just-in-time to just-in-case supply chains.

¢ Moderation in supply of new logistics space.

ASSUMPTION CHANGES

¢ We maintained our existing earnings forecast.

RISKS

¢ Escalation of geopolitical tension and trade conflict between the US and China, including
cross-straits tension between China and Taiwan.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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