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We favor global real estate
equities
Global real estate equities offer yield, rising earnings and should prove resilient to Fed tightening, in our view.
High dividend yields and muted interest rate sensitivity make real estate equities look appealing against equities and bonds.
Regionally, we prefer UK real estate equities while Japanese and Swiss real estate stocks are less appealing.
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Real estate should benefit from positive economic
growth
In a growth environment, real estate tends to benefit from improving income streams due to rising rents and asset values.
As a result, real estate companies’ revenues and balance
sheets improve. The positive growth development usually more
than counterbalances the accompanying tightening in monetary policy. Indeed, when the economy is expanding, real estate equities’ correlations with bonds falter as they start moving with the broader equity market, as shown in Figure 1. The
current correlation with equities is at 76% and expected to increase further as real estate continues to benefit from its embedded cyclicality, similar to the broader equity market. By contrast, the current correlation of 40% with bonds is at an elevated level compared with c.15% historically. As economic momentum improves, we expect this correlation to fall towards its
historical average, making real estate less sensitive to interest
rate rises and better positioned to benefit from growth.

Figure 1: FTSE EPRA/NAREIT Global: Correlation with
equities and government bonds prices

2-year rolling correlation.
Last data point: 28/02/2017. Source: Datastream, Credit Suisse / IDC

Currently, real estate equities are relatively immune to
interest rate rises
In addition to the cyclicality, there are other reasons for real estate equities’ resilience against a rise in interest rates. First,
companies have deleveraged significantly post 2007, making
their debt structure more solid. Second, although direct real es-
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tate yields have come down over the past decade, bond yields
have compressed even more, making yields spreads between
real estate and bonds more attractive. Third, the underlying
market is still showing positive growth momentum which also
tends to mute interest rate sensitivity. Moreover, as the March
rate hike by the Fed was considered dovish and further interest rates in the USA are well communicated and therefore expected by the markets, this should help to reduce the sensitivity to increasing rates. Having said that, the main risk to our
positive view is a much faster and steeper move in the yield
curve as our analysis shows that moves larger than 50 bp tend
to be followed by a correction in real estate equities.

Figure 2: Yield spreads (div. yield and initial yield vs. 10year government bonds)

Last data point: 01/03/2017. Source: Bloomberg, Datastream, Credit Suisse

Real estate earnings growth expectations likely to improve
Global consensus earnings growth expectations for the next
12 months are in a negative territory, with analysts forecasting
earnings to contract by 8%. This would be the worst outcome
since the 2008 financial crisis. We deem this unlikely and overly pessimistic, considering that the leading economic indicators
are at multi-year highs globally. Therefore, we expect further
positive earnings revisions amid an improving economic growth
environment. This should continue lifting real estate share
prices higher. In fact, the correlation between real estate share
prices and global earnings revisions have been over 70% since
2007, as shown in Figure 3.
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Figure 3: FTSE EPRA/NAREIT Global: Net positive earnings revisions vs. performance
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Real estate looks attractive when compared with other
asset classes
Unlike global equities, where forward dividend yields have
been falling while bond yields have risen, listed real estate dividend yields have kept closer pace with bond yields over the
past year, as shown in Figure 4. Against this backdrop, bonds
look better valued, but are more vulnerable to interest rate rises given fixed income streams and the prospect of further interest rate increases. With the combination of higher dividend
yields and lower interest rate sensitivity, muted by the large
yield spreads and other aforementioned factors, we believe
that real estate equities have the potential to perform well in
the current environment.

Figure 4: Global real estate dividend yield vs. equities
and bond yields
in %
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Regionally, we favor UK real estate equities; while
Japanese and Swiss real estate stocks are less appealing
We move the UK to outperform as current steep discounts to
NAVs appear to overestimate the downside risks in the underlying market given the resilience of the physical market, improved debt structure and the quality of the underlying real estate portfolios. We simultaneously move Japan to underperform as Japanese real estate equity prices have yet to reflect
weakening market fundamentals and support from the Bank of
Japan appears to already be priced in. In fact, J-REITs already
have seen negative outflows last month, the first time since
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June 2016. We keep a negative stance on Swiss real estate
stocks as close to record levels premiums to NAVs do not re-
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flect weakness seen in the physical market.
(28/03/2017)
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Risk warning
Every investment involves risk, especially with regard to fluctuations in value and return. If an investment is denominated in a currency other than your base currency,
changes in the rate of exchange may have an adverse effect on value, price or income.
For a discussion of the risks of investing in the securities mentioned in this report, please refer to the following Internet link:
https://investment.credit-suisse.com/gr/riskdisclosure/

This report may include information on investments that involve special risks.
You should seek the advice of your independent financial advisor prior to taking any
investment decisions based on this report or for any necessary explanation of its contents. Further information is also available in the information brochure “Special Risks
in Securities Trading” available from the Swiss Bankers Association.
The price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is affected by changes in spot or forward interest and exchange
rates, economic indicators, the financial standing of any issuer or reference issuer,
etc., that may have a positive or adverse effect on the income from or price of such
securities or financial instruments. By purchasing securities or financial instruments,
you may incur a loss or a loss in excess of the principal as a result of fluctuations in
market prices or other financial indices, etc. Investors in securities such as ADRs, the
values of which are influenced by currency volatility, effectively assume this risk.
Commission rates for any transactions will be as per the rates agreed between
CS and the investor. For transactions conducted on a principal-to-principal basis between CS and the investor, the purchase or sale price will be the total consideration.
Transactions conducted on a principal-to-principal basis, including over-the-counter
derivative transactions, will be quoted as a purchase/bid price or sell/offer price, in
which case a difference or spread may exist. Charges in relation to transactions will
be agreed upon prior to transactions, in line with relevant laws and regulations.
Please read the pre-contract documentation, etc., carefully for an explanation of risks
and commissions, etc., of the relevant securities or financial instruments prior to purchase
Structured securities are complex instruments, typically involve a high degree of
risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct their
own investigation and analysis of the product and consult with their own professional
advisers as to the risks involved in making such a purchase.
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses
when that investment is realized. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount
of initial investment, in such circumstances you may be required to pay more money
to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realizable and it may be difficult to
sell or realize those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.
Please contact your Relationship Manager if you have any questions.
Past performance is not an indicator of future performance. Performance can be affected by commissions, fees or other charges as well as exchange rate fluctuations.

Sensitivities
Sensitivity analysis is understood as the change in the market value (e.g. price) of a financial instrument for a given change in a risk factor and/or model assumption.
Specifically, the market value of any financial instrument may be affected by changes
in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility,
and the credit quality of any issuer or reference issuer.

Financial market risks
Historical returns and financial market scenarios are no guarantee of future performance. The price and value of investments mentioned and any income that might accrue could fall or rise or fluctuate. Past performance is not a guide to future performance. If an investment is denominated in a currency other than your base currency,
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changes in the rate of exchange may have an adverse effect on value, price or income. You should consult with such advisor(s) as you consider necessary to assist
you in making these determinations.
Investments may have no public market or only a restricted secondary market.
Where a secondary market exists, it is not possible to predict the price at which investments will trade in the market or whether such market will be liquid or illiquid.

Emerging markets
Where this report relates to emerging markets, you should be aware that there are
uncertainties and risks associated with investments and transactions in various types
of investments of, or related or linked to, issuers and obligors incorporated, based or
principally engaged in business in emerging markets countries. Investments related
to emerging markets countries may be considered speculative, and their prices will
be much more volatile than those in the more developed countries of the world. Investments in emerging markets investments should be made only by sophisticated investors or experienced professionals who have independent knowledge of the relevant markets, are able to consider and weigh the various risks presented by such investments, and have the financial resources necessary to bear the substantial risk of
loss of investment in such investments. It is your responsibility to manage the risks
which arise as a result of investing in emerging markets investments and the allocation of assets in your portfolio. You should seek advice from your own advisers with
regard to the various risks and factors to be considered when investing in an emerging markets investment.

Alternative investments
Hedge funds are not subject to the numerous investor protection regulations that apply to regulated authorized collective investments and hedge fund managers are largely unregulated. Hedge funds are not limited to any particular investment discipline or
trading strategy, and seek to profit in all kinds of markets by using leverage, derivatives, and complex speculative investment strategies that may increase the risk of investment loss.
Commodity transactions carry a high degree of risk and may not be suitable for
many private investors. The extent of loss due to market movements can be substantial or even result in a total loss.
Investors in real estate are exposed to liquidity, foreign currency and other risks,
including cyclical risk, rental and local market risk as well as environmental risk, and
changes to the legal situation.

Interest rate and credit risks
The retention of value of a bond is dependent on the creditworthiness of the Issuer
and/or Guarantor (as applicable), which may change over the term of the bond. In
the event of default by the Issuer and/or Guarantor of the bond, the bond or any income derived from it is not guaranteed and you may get back none of, or less than,
what was originally invested.

Disclosures
The information and opinions expressed in this report (other than article contributions
by Investment Strategists) were produced by the Research department of the International Wealth Management division of CS as of the date of writing and are subject to
change without notice. Views expressed in respect of a particular security in this report may be different from, or inconsistent with, the observations and views of the
Credit Suisse Research department of Investment Banking division due to the differences in evaluation criteria.
This material may refer to previously published research recommendations and
rating changes (sometimes collated in the form of lists). All Research articles and reports detailing the recommendations and rating changes for companies and/or individual financial instruments are available on the following internet link:
https://investment.credit-suisse.com

Article contributions by Investment Strategists are not research reports. Investment Strategists are not part of the CS Research department. CS has policies in
place designed to ensure the independence of CS Research Department including
policies relating to restrictions on trading of relevant securities prior to distribution of
research reports. These policies do not apply to Investment Strategists.
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CS accepts no liability for loss arising from the use of the material presented in
this report, except that this exclusion of liability does not apply to the extent that liability arises under specific statutes or regulations applicable to CS. This report is not to
be relied upon in substitution for the exercise of independent judgment. CS may have
issued, and may in the future issue, a trading idea regarding this security. Trading
ideas are short term trading opportunities based on market events and catalysts,
while company recommendations reflect investment recommendations based on expected total return over a 6 to 12-month period as defined in the disclosure section.
Because trading ideas and company recommendations reflect different assumptions
and analytical methods, trading ideas may differ from the company recommendations. In addition, CS may have issued, and may in the future issue, other reports that
are inconsistent with, and reach different conclusions from, the information presented
in this report. Those reports reflect the different assumptions, views and analytical
methods of the analysts who prepared them and CS is under no obligation to ensure
that such other reports are brought to the attention of any recipient of this report.

Analyst certification
The analysts identified in this report hereby certify that views about the companies
and their securities discussed in this report accurately reflect their personal views
about all of the subject companies and securities. The analysts also certify that no
part of their compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.
Knowledge Process Outsourcing (KPO) Analysts mentioned in this report are
employed by Credit Suisse Business Analytics (India) Private Limited.

Rating

Overall

Investment banking interests only

Allocation over 12
months*

HOLD

40.31 %

66.29 %

805

SELL

14.24 %

55.09 %

285

RESTRICTED

1.95 %

92.31 %

26

*This includes recommendations of issuers where investment firm services have been
provided.
Below indications serve as a guide for the meaning as well as the
length of time pertaining to an investment recommendation:

Absolute stock performance
The stock recommendations are BUY, HOLD and SELL and are dependent on the
expected absolute performance of the individual stocks, generally on a 6–12 month
horizon based on the following criteria:

BUY

10% or greater increase in absolute share price

HOLD

variation between –10% and +10% in absolute share price

SELL

10% or more decrease in absolute share price

RESTRICTED

In certain circumstances, internal and external regulations
exclude certain types of communications, including e.g. an
investment recommendation during the course of CS engagement in an investment banking transaction.

TERMINATED

Research coverage has been concluded.

Important disclosures
CS policy is to publish and update research reports/recommendations with the frequency, as it deems appropriate, based on developments with the subject company,
the sector or the market that may have a material impact on the research views or
opinions stated herein. CS policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.
The Credit Suisse Code of Conduct to which all employees are obliged to adhere, is accessible via the website at:
http://www.credit-suisse.com/governance/en/code_of_conduct.html

For more detail, please refer to the information on independence of financial
research, which can be found at:
https://www.credit-suisse.com/legal/pb_research/independence_en.pdf

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including CS’s total revenues, a portion of
which is generated by Credit Suisse Investment Banking business.

Absolute bond performance
The bond recommendations are based fundamentally on forecasts for total returns
versus the respective benchmark on a 3–6 month horizon and are defined as follows:

BUY

Expectation that the bond issue will outperform its specified
benchmark

HOLD

Expectation that the bond issue will perform in line with the
specified benchmark

SELL

Expectation that the bond issue will underperform its specified benchmark

RESTRICTED

In certain circumstances, internal and external regulations
exclude certain types of communications, including e.g. an
investment recommendation during the course of CS engagement in an investment banking transaction.

Additional disclosures
United Kingdom: For fixed income disclosure information for clients of Credit Suisse (UK) Limited and Credit Suisse Securities (Europe) Limited, please call +41 44
333 33 99.
India: Please visit
http://www.credit-suisse.com/in/researchdisclosure

for additional disclosures mandated vide Securities And Exchange Board of India
(Research Analysts) Regulations, 2014.
Credit Suisse may have an interest in the companies mentioned in this report.
CS research reports are also available on
https://investment.credit-suisse.com/

For information regarding disclosure information on Credit Suisse Investment
Banking rated companies mentioned in this report, please refer to the Investment
Banking division disclosure site at:
https://rave.credit-suisse.com/disclosures

For further information, including disclosures with respect to any other issuers,
please refer to the Private Banking & Wealth Management division Disclosure site at:
https://www.credit-suisse.com/disclosure

Guide to analysis
Absolute stock rating allocation as of (28/03/2017)
Rating

Overall

Investment banking interests only

Allocation over 12
months*

BUY

43.51 %

68.66 %

868

Credit Suisse HOLT
With respect to the analysis in this report based on the Credit Suisse HOLT methodology, Credit Suisse certifies that (1) the views expressed in this report accurately reflect the Credit Suisse HOLT methodology and (2) no part of the Firm’s compensation was, is, or will be directly related to the specific views disclosed in this report.
The Credit Suisse HOLT methodology does not assign ratings to a security. It is
an analytical tool that involves use of a set of proprietary quantitative algorithms and
warranted value calculations, collectively called the Credit Suisse HOLT valuation
model, that are consistently applied to all the companies included in its database.
The Credit Suisse HOLT engine requires a set of model assumptions and parameters such as: 1) consensus earnings estimates; 2) financial statements; 3) pricing,
and earnings data; 4) other proprietary factors.
Third-party data (including consensus earnings estimates) are systematically
translated into a number of default algorithms available in the Credit Suisse HOLT valuation model. The source financial statement, pricing, and earnings data provided by
outside data vendors are subject to quality control and may also be adjusted to more
closely measure the underlying economics of firm performance. The adjustments provide consistency when analyzing a single company across time, or analyzing multiple
companies across industries or national borders.
The default scenario that is produced by the Credit Suisse HOLT valuation model establishes the baseline valuation for a security, and a user then may adjust the default variables to produce alternative scenarios, any of which could occur. Additional
information about the Credit Suisse HOLT methodology is available on request.
The Credit Suisse HOLT methodology does not assign a price target to a security. The default scenario that is produced by the Credit Suisse HOLT valuation model
establishes a warranted price for a security, and as the third-party data are updated,
the warranted price may also change. The default variable may also be adjusted to
produce alternative warranted prices, any of which could occur.
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CFROI®, HOLT, HOLTfolio, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or service marks or registered trademarks or registered service marks of Credit Suisse or its affiliates in the United States and other
countries. HOLT is a corporate performance and valuation advisory service of Credit
Suisse.
Further information can be accessed on:
https://www.credit-suisse.com/sites/holt/en.html
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which the report refers to website material of CS, CS has not reviewed the linked site
and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for your convenience and information and the content of the linked site does not in
any way form part of this report. Accessing such website or following such link
through this report or CS’s website shall be at your own risk.

Distribution of research reports
Changes in the Credit Suisse HOLT methodology and the assumptions can also
be tracked there.

Global disclaimer /
important information
This report is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary
to law or regulation or which would subject CS to any registration or licensing requirement within such jurisdiction.
References in this report to CS include Credit Suisse AG, the Swiss bank, its
subsidiaries and affiliates. For more information on our structure, please use the following link:
http://www.credit-suisse.com

NO DISTRIBUTION, SOLICITATION, OR ADVICE: This report is provided for
information and illustrative purposes and is intended for your use only. It is not a solicitation, offer or recommendation to buy or sell any security or other financial instrument. Any information including facts, opinions or quotations, may be condensed or
summarized and is expressed as of the date of writing. The information contained in
this report has been provided as a general market commentary only and does not constitute any form of regulated financial advice, legal, tax or other regulated service. It
does not take into account the financial objectives, situation or needs of any persons,
which are necessary considerations before making any investment decision. You
should seek the advice of your independent financial advisor prior to taking any investment decisions based on this report or for any necessary explanation of its contents.
This report is intended only to provide observations and views of CS at the date of
writing, regardless of the date on which you receive or access the information. Observations and views contained in this report may be different from those expressed by
other Departments at CS and may change at any time without notice and with no obligation to update. CS is under no obligation to ensure that such updates are brought
to your attention. FORECASTS & ESTIMATES: Past performance should not be
taken as an indication or guarantee of future performance, and no representation or
warranty, express or implied, is made regarding future performance. To the extent
that this report contains statements about future performance, such statements are
forward looking and subject to a number of risks and uncertainties. Unless indicated
to the contrary, all figures are unaudited. All valuations mentioned herein are subject
to CS valuation policies and procedures. CONFLICTS: CS reserves the right to remedy any errors that may be present in this report. Credit Suisse, its affiliates and/or
their employees may have a position or holding, or other material interest or effect
transactions in any securities mentioned or options thereon, or other investments related thereto and from time to time may add to or dispose of such investments. CS
may be providing, or have provided within the previous 12 months, significant advice
in relation to the investments listed in this report or a related investment to any company or issuer mentioned. Some investments referred to in this report will be offered
by a single entity or an associate of CS or CS may be the only market maker in such
investments. CS is involved in many businesses that relate to companies mentioned
in this report. These businesses include specialized trading, risk arbitrage, market
making, and other proprietary trading. CS is party to an agreement with the issuer relating to provision of services of investment firms. TAX: Nothing in this report constitutes investment, legal, accounting or tax advice. CS does not advise on the tax consequences of investments and you are advised to contact an independent tax advisor. The levels and basis of taxation are dependent on individual circumstances and
are subject to change. SOURCES: Information and opinions presented in this report
have been obtained or derived from sources which in the opinion of CS are reliable,
but CS makes no representation as to their accuracy or completeness. CS accepts
no liability for a loss arising from the use of this report. WEBSITES: This report may
provide the addresses of, or contain hyperlinks to, websites. Except to the extent to
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