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As the second quarter of 2020

hasreacheda close, it is hard to

over state the economic impacts
that have been felt as a result

of theCOVID19 pandemic.

RECLAIMINGZ 02 0I1SINOURHANDS



RECLAIM

v.07.0

H2 INSIGHTS

4 RECLAIM2020: H2 INSIGHTS

ECONOMI&G& MARKET
CONDITIONS

ECONOMICS

X China recorded robust economic growth of 12.4%
g-0-q in Q2 indicating its recovery is already
underway.

X Elsewhere in the region, green shoots of economic
recovery have started to sprout providing cautious
hope for arebound in Q3. However, downside risks
are far from over.

X Expect athree -speed recovery in the region
reflecting the relative successes in containing
the virus, effect of lockdowns and size of policy
response.

X Further economic momentum in Asia Pacific relies
upon virus containment, especially on the global
stage. Due to the relatively early emergence from
the lockdowns, the region is well-placed to capitalise
on this growth when it occurs.

OFFICECCUPIENARKET

X Space demand has declined 45% g-0-q in Asia
Pacific but remains in positive territory at the
regional level so far.

X Widespread rental decline across the region in Q2,
with more to come in H2 2020. Rental decline for
full year 2020 is currently forecast to range
from 5% to 15%.

X Remote working policies will reshape space demand,
but this will play out overthe longer term.

INDUSTRIAMARKET

X

Manufacturing has been most impacted in the
industrial sector, affected by disrupted supply chains
and lower demand.

Other operators within the industrial sector have
grown and indeed thrived, given increased demand
from e-commerce. Three key sectors include
logistics, warehousing and cold storage.

Medical and pharmaceutical sector tenants to lead
demand overthe medium term.

INVESTMENMARKET

X

Investment volume down in Hlby 42% y-0-y. Pricing
is largely stable, though there is weakness in retail
and hospitality.

The industrial market is proving most resilient.
Volume is down only 12%,mainly due to less
available stock.

Transaction activityto improve in H2 2020 but
remains below trend. Cautious investors are
weighting their attention to stabilised assets in core
locations.

X Limited signs of distress so far, but pre -distress or

portfolio rebalancing may create acquisition
opportunities .
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STRATEGIH®
RECLAINO20

OCCUPIERS

X Carefully think whether to surrender/sub -
lease space. Markets are likely to be flush
with options resulting in low returns for
sub-lessors.

X Align financial goals with CRE strategy,
flexible working policies and change
management to enact workplace
transformation.

X Office workplace design, technology,
wellness and wellbeing are high priorities.

X Facilities management will need to
become increasingly nimble and more
focused on user experience than tactical
delivery. Wellness standards and touchless
technology to increase in importance.

WHATTOWATCH

Sectors: TMT, Healthcare, BPO, e-commerce
Long WALEs
Portfolio Strategy

Reimagining the workplace

o T To T o

Finance/HR/CRE/IT strategic collaboration
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INVESTORS

X Work closely with lendersto maintain debt
levels and where possible secure lending
for new investment opportunities.

X Safeguard portfolio occupancy & new
leasing and tenant retention are
imperative.

X Accelerate development opportunities
in logistics and warehousing with rising
occupier demand.

X Proactively seek sale-and -leaseback
opportunities.

X Keep aclose focus on price softening on
pre -distressed assets or where existing
owners need to rebalance their portfolio.

A Asset classes: logistics, warehousing,
cold storage and data centres

A Capital preservation
A Sale and leaseback

A Opportunistic asset purchasing
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ECONOMY

INTRODUCTION

Itis hard to overstate the economic impacts
that have been felt as aresult of the COVID-19
pandemic. In effect, the whole world has been
placed on pause as economies, borders and
workplaces have been temporarily closed to
stem the spread of the virus. It is not surprising
therefore that Q2 2020 data has set many
records, and not positive ones.

However, just as Q12020 was atwo -speed
quarter as countries felt the full force of the virus

and subsequent lockdowns, so too was Q2 a
two -speed quarter as some economies started to

emerge the other side®.

Thisis notto say that the recovery will be
easy, linear or that the downturn will not leave
scars. Rather that the focus should be on
setting proactive strategies to reclaim growth
opportunities as consensus views still maintain
arebound in growth in 2021, though at varying
speeds and trajectories.

Q2WASBRUTAL
FORMOST

Practically every major economy in Asia Pacific
recorded negative  GDP growth quarter -on-
quarter in Q12020. Unsurprisingly, with China
the first to initiate lockdowns it was also the
economy that saw the largest decline of nearly
30% g-0-qg, not accounting for seasonal variation.
Hong Kong and the Philippines both recorded
double -digit declines, with Q12020 in Hong
Kong being its worst onrecord at -12%.

Outside of mainland China, GDP estimates for Q2
2020 are generally predicted to be worse than
QL. The decline was driven by unemployment
spikes, as most economies in the region locked
down (Figure 1;Figure 2). Consequently, many
indicators have turned deeply negative and

it ndtsdifficult to find bad news. Amongst

the highest on the listinclude retail sales,
manufacturing and tourism.

X In Singapore, retail sales plummeted 52%
y-0-y in May. Month -on-month declines in
April highlight the impact of the lockdown
in Australia with total retail sales declining
18%m-0-m, but with apparel sales and
dining out showing the steepest declines
at -53% and -35% m-0-m respectively.

1Reopening tracker:https: /Awww.cushmanwakefield.com/en/insights/covid -19/global -economy -reopening -tracker

IR =CLAIM2020: H2INSIGHTS

X Export volumes in Japan declined by
over 18% y-o-y in April with the
manufacturing PMIin May sitting at
38.4 (below 50 indicates acontraction).
Similarly, the manufacturing  PMI for
ASEAN sat at 39.8 in May.

EELE 02 cprsROWTH

(Q-0-Q ANNUALISED)

United States -30%
Australia -29%
China
124%
Hong Kong
India - -62%
Indonesia

Japan

Malaysia

New Zealand
Philippines
Singapore -44%

South Korea
Taiwan

Thailand -48%

Source: Oxford Economics; Cushman & Wakefield Research

X Inbound tourist numbers in Hong Kong
dropped to approximately 100 per day in April
2020 compared to over 185,000 per day ayear
ago. Steep declines in tourism have affected
the whole region but the effects are being
hardest felt in the Philippines, Thailand and
Malaysia where the sector contributes over 15%
to national GDP.
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GREENSHOOT3RRE
STARTINGOAPPEAR

As devastating as these numbers are, it is
importantto note that the most severe declines
occurred in April and May. As high -frequency data
for June became available, we are starting to see
green shoots of recovery appear, helped in no
small part by the size of the fiscal and monetary
response . China posted robust economic growth
of 12.4%q-0-q, manufacturing PMIshave moved
off recent lows (Figure 3), Asian REITsclosed the
second quarter 13%higher, retail data suggests
that consumers are starting to spend again, and
people are beginning to return to their workplaces.

The other key aspect has been Gover nment 0s
ability to contain the virus o the countries that

have been most effective in doing this, have been

able to reopen more quickly and kickstart their
recovery.

Current forecasts and analysis suggest athree -
speed recovery based upon acountry's economic
and health vulnerability to the pandemic; the

stringency and length of lockdowns; success in
containing the virus;and level of macro -policy

response (Figure 4). However, the composition

of these groups is likely to be fluid as waves of
the virus resurface.

w Group 1(top/fastest): Vietnam, South Korea,
Taiwan, Japan, Mainland China, Hong Kong
and Australia 2. China gains from lower levels
of vulnerability and lesseconomic harm from
lockdown. Both Vietnam and South Korea
achieved high virus containment without a
prolonged, stringent lockdown.

w Group 2 (middle): Singapore, Malaysia and
Thailand. Singapore has provided alarge
fiscal response but suffers from stringent
lockdowns and ongoing high caseload.
Thailand and Malaysia had weaker policy
responses.

w Group 3 (bottom/slowest): India, Philippines
and Indonesia. All are still struggling to get
past peak of the pandemic andhad some of
the most stringent lockdowns globally  which
were not matched by the policy response.
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OUTLOOK

60.0
Overall, the situation remains extremely volatile 6 the macro forecasts come with aliteral health warning.
55.0 }'1 On atrend basis, though, we can provide some key messages:
50.0 /[ o0 A Asia Pacific entered the crisis earlier than other regions, is largely managing to contain the virus and
496 as such is seeing restrictions ease more rapidly than elsewhere around the world. Thishas provided a
450 recent bounce in some indicators.
400 A Ongoing virus o h stp o thighlight that downside risksare far from over, but the region is once again
showing its resilience.
35.0
A The extent and speed of the Asia Pacificrebound is reliant upon rebuilding global trade. This,in turn, is
30.0 dependent on the wo r | ath@rsmajor global economies also being able to enter recovery mode.
Consumer confidence remains key, which is fundamentally reliant upon global containment  of the virus
20 ! & 2 . £ & 9 o 0 0 0 o S ' and awidely available vaccine.
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=== Mainland China PMI === Hong Kong PMI Mainland China Logistic Prosperity Index

Source: Trading Economics; China Logistics Information Centre; CFLP; Yahoo Finance; Cushman & Wakefield Research

1 Policy trackerhttps: /www.cushmanwakefield.com/en/insights/covid -19/policy -watch -economic -measures -across-top -global -economies
2Cushman & Wakefield estimation
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OFFICBMARKETS

The pandemic has dealt asevere blow to
corporate performance,  which is echoing
through real estate footprints as many seek

to manage costs. It is inevitable therefore that
markets across the region have softened and are
expected to soften further; but it isimportant

to remember that the majority of markets came
into the pandemic in solid shape.

FIVEOUTOFTHE
TOP10 TIGHTESWMARKET S =

INTHEWORLDWER
LOCATEDN ASIAPACIFIQ

THEREGIO

ACCOUNTEBPORHALFOR
GLOBAINETABSORPTIO

INTHEYEARTOQ12020

SUPPLPIPELINE
EREELEVATED

BUTMAINLYCONCENTRATHW®D
CHINESENDINDIAMARKET |
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DEMAND

From acorporate occupier  perspective, it is very
much 0 r rosf Kand many non -business-critical
decisions have been put on pause. New enquiries
for space were down and regional net absorption
has softened further from 10.1million square feet
in QL2020 to 6.9 million square feet in Q22020
d only 30% of the three -year rolling quarterly
average (Figure 5).

Within this overall figure there have been some
brighter spots. Indian markets recorded 3.7
million square feet of positive net absorption

in Q2, albeit this was a50% decline q-o0-q and
the softest result since 2013. More positively,

Tier Imarkets in China returned to positive net
absorption after aparticularly soft first quarter.
While these may only be considered mildly
positive, they stand in stark contrast againstthe
almost 23 million square feet of negative net
absorption recorded across US markets, further
highlighting the resilience of the region so far.

The pandemic has not affected all sectors
equally. InIndia, the IT-BPM sector accounted
for 43% of gross leasing in the quarter,up by
eight percentage points y-o-y. Large proportion
increases in space demand were also seen in
the healthcare and pharmaceutical sectors.

In Shanghai the top three industries driving
demand were Financial Services, Professional
Services and TMT.Notably these were domestic
entities as MNCs remain cautious about the
future.

IBEMEE A S IAPACIFIQUARTERLNETABSORPTIOKMILLIONS QF T)

35

mmmm Net absorption

Excludes Australian markets
Source: Cushman & Wakefield Research
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RENTADECLINE,

IR ASIAPACIFI2 Q-0-Q RENTGROWTH

However, corporates should tread carefully here.
There is likely to be aglut of sub-lease space

N OTC O L L A P S E on the market as corporates pursue similar
Ahmedabad 13% rationalisation strategies 8 available sublease
Landlords have acted swiftly to Taipei 0.6% space in Sydney has reached levels last seen
remain competitive in asoftining Pune 0.0% ﬁEglr;gtoth:e sviﬁ 2;2% Sf?)rarl:w:zlre Vgt:?ke:eg\fe?sre
lmarket.h Rentbal declinet_s fﬁr new Mumb ai 0.0% Additionally, many sub-markets remain especially
eases have been practically i
universal across Asia Pacific, either Kolkata 0.0% tight. Any space surrendered now may not be
- ' easily regained in the future once the recovery
_through fage rent adjustments or Hyderabad 0.0% gathers momentum.
increased incentives. Sydney saw
the sharpest decline inthe Q2 2020 Bengaluru 0.0%
at 8.6% with the average across the . 0.0% .
region at approximately 2% Wi Q 2 Q Ul C ISTATS
(Figure 6). NCR
Although there was an initial rush Hangzhou
from some tenants to secure rent ,
. Chennai
abatements or waivers, unless
mandated by enacted Government Suzhou
policy, their success in doing so )
has been patchy at best. T h a tndts Brisbane
to say landlords have not been Xiamen
amenable to working with tenants
in financial difficulty, but that rental Chengdu
write -offs have not been common. Xi'an
Mo§t tenants continue Fo occupy Singapore
their space and pay their rent,
resulting in only modest market - Guangzhou
level rental declines in the face of Qingdao
weak sentiment.
. Dalian
Landlords should continue to focus
on securing building and portfolio Tianjin
occupancy levels. At the start of the Wuhan
year, the region had anew supply
pipeline of over 600 million square Shenyang
feet d most of it in China and India. Shanghai
Although much of the longer -term
supply is likely to be delayed, we Chonggqing
saw new completions in the region Nanjing
cause vacancy to tick up to 15.4%
from 15.1%.As tenants look to Melbourne
consolidate their footprint, weaker Beijing
tenant demand could exacerbate the
effects of any further new supply. shenzhen
HongKong
-8.6%
Sydney

Source: Cushman & Wakefield Research
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CORPORATE&ETRATEGY
TODRIVEMARKET
OUTLOOK

Although the region entered the pandemic

in relatively robust shape, small pockets of
weakness were emerging, which the pandemic
has exposed and accelerated predicted trends
from the start of the year. We expected neutral
markets to become more tenant friendly and
landlord friendly markets moving to amore
neutral, or even tenant friendly position. This
has unfolded more rapidly than expected. As
at Q2 2020 just four markets in the Asia Pacific
region remain landlord friendly, down from 1lat
the start of the year and all four are reporting
softening conditions.

Although there are green shoots of emerging
economic recovery, CRE markets will lag this
recovery and likely continue to soften over the
next six months. We expect total rental declines
for the year to average 5% but ranging up to
15%for markets that were already encountering
headwinds prior to the pandemic. The vacancy
outlook though is much more nuanced, reflective
of the wide range of conditions between markets
(Figure 7; Figure 8).

Space needs are evolving, driven by cost
reduction and greater employee flexibility. The
speed at which these workplace strategies can
be deployed is dependent on several factors,

but ultimately require the alignment of financial
goals with corporatereal estate strategy, HR
policies and change management practices.
Expect this to continue to play out over 2021 and
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WHATINVESTORARE
FOCUSEDN:

A How and when to return to the office

A Cost containment
preservation

and capital

A Use of technology to drive lasting change

A Space consolidation
fi focus on leaseadmin and local market

dynamics to identify opportunities

{ A Develop forward -looking flexible working
| policies ready for future lease expiries

A Managing capital expenditure versus
operational expenditure

A How to redefinethe role of the office

A A laser focus on client needs
fi proactively engage with tenants and

be nimble

A Income security

fi understand your tenants
fi who is recession proof and who is
more vulnerable

A Asset positioning
i firstimpression iskey

A Implications for asset value and loan
serviceability

A Reassessinvestment/divestment strategies
il capital recycling into growth markets
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INDUSTRIAL

The industrial sector has shown
greater resilience during the
pandemic so far, but the decline in
world trade figures highlight that it
has not escaped unscathed.On the
negative side, companies that are
reliant on the movement of goods or
people have been the most affected.
Airlines around the world have been
grounded with seat capacity in Asia
declining by 52% between January
and June, highlighting the lack of
domestic and international travel.

MANUFACTURING
ISSTARTING@ O
RECOVER

Strict restrictions on people
movements in China saw
manufacturing output plummet in
February to April, which restricted
downstream manuf ac tabiliter s &
to secure component parts. Since
this time, Chinese manufacturing
has rebounded strongly, defying
growth expectationsas demand
has heldup better than anticipated
in other regions. Similar export
headlines are emerging elsewhere
around the region suggesting afloor
may be under the manufacturing
sector. Cost containment remains
key, prompting some enterprises
to reconsider their balance sheets
against their real estate portfolio,
giving rise to the prospect of sale
and leaseback opportunities for
investors.
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LOGISTICAND
WAREHOUSING
POWERIN@GHEAD

More positively, the pandemic has seen other operators
within the industrial sectorgrow and indeed thrive. Three
key sectors include logistics, warehousing and cold
storage. In Australia, Australia Post has taken more space
to accommodate unprecedented demand as restrictions
on people movement have forced consumers to use

e-commerce channels for all but essential shopping.

Similarly, there has been greater demand for warehousing
and cold storage as operators have sought to stockpile
goods to shore up depleted supply chains. The cold
storage sector in China is forecast to grow by 20% in 2020
to double in sizein the last four years. At the market level
this has translated into increasing rents as seen in the 5.7%
g-0-q increase for premium logistics space in Shenzhen.
Similarly, in Singapore and Vietnam rents continue to

trend up for prime logistics space. Furthermore, some

third -party logistics (3PL) operators in these markets are
bringing forward planned expansion activities to capitalise
on demand.

FUTURBDPPORTUNITIES
BIO-MEDICAIHUBS

Overallthe outlook for the industrial sector remains

more favourable than other sectors, though headwinds
remain. Until global consumer confidence gains strength,
manufacturers are likely to remain under pressure.
Counterbalancing this, in the near term, logistics and
warehousing sectors will continue to see elevated demand
0 base demand for their services is unlikely to return to
pre -COVID levels. In addition, essential services are likely
to be re-shored, giving aboost to domestic industrial
markets. Indeed, supply chains are being reworked more
broadly to hedge against similar disruptions in the future,
which will benefit emerging industrial markets. Looking
to the future, key pharmaceutical and bio-medical hubs
around the region are likely to experience aground swellin
demand overthe medium term.

WHATOCCUPIERSRE
THINKING

Securing supply chains
Opportunities for re-tooling
Reshoring essential services

Redesigning distribution networks

o o o Do D>

Industry 4.0 8 smart manufacturing

WHATINVESTORSRE

FOCUSEDN:

A New development opportunities to meet
rising demand

A Upgrade lower grade stock to meet
complextenant needs
A Aligning with growth industries

A Non -traditional developers
targeting sector
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