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MAINLAND HOUSING MARKET TO
FURTHER IMPROVE UNDER EASING

POLICIES

Prime office

In the second quarter of 2015, Shanghai’s
Grade-A office market performed well,
displaying notable rises in rents and prices
as well as a drop in the vacancy rate. In
the third quarter, however, the launch of
Honggiao Vanke Centre will add 93,000
sgm of new office space to the market,
which may result in intensified competition
in emerging areas.

In Beijing, the average rent fell 0.6%
quarter on quarter, due to an abundant
supply of Grade-A offices in the second
quarter, with some landlords offering
rental discounts to attract or retain quality
tenants. Recently, the Central government
introduced various favourable policies,
which we believe will promote the general
business environment and lend support to
the office market.

In Taipei, Grade-A office leasing demand
remained strong, with a net absorption

of over 40,000 sgm in the first half of
2015. Most new entries to Xinyi District
continued to consist of foreign banks

and high-tech companies. According to
the Industrial Development Bureau of the
Ministry of Economic Affairs of Taiwan, the
electronic components industry is still the
focus of investment, a driving force that is
expected to further push up Taipei’s office
demand.

Hong Kong’s Grade-A office market

also performed well. Rents in core areas
recorded notable growth in the second
quarter, driven by strong demand from
financial institutions. In non-core areas,
One Bay East in Kwun Tong—with a
gross floor area of about 100,000 sgm—is
scheduled to complete in the second half
of this year and expected to impose slight
pressure on rents in Kowloon East.

Luxury residential

China’s Central Bank has cut interest
rates and the reserve requirement ratio
several times since the end of last year,

aiming to release liquidity into the market
and reduce costs payable by mortgage
buyers. As a result, the Mainland Chinese
housing market has been bottoming out
gradually. In the second quarter of this
year, many homebuyers abandoned their
wait-and-see attitude and returned to the
market, with the luxury residential market
seeing robust demand and abundant
supply. In the coming few months,
housing demand will further increase
amid continued easing policies, which are
expected to push up both luxury home
sales and prices.

In Taipei, amid ongoing government
regulatory policies and with investors
holding back, luxury residential demand
weakened and prices edged down during
the second quarter. The tax reform act

to combine building and land taxes—
which has elicited wide concern—will be
effective from 1 January 2016, with tax
being levied on profits from real estate
sales. With the government significantly
raising housing tax on luxury homes, their
prices are expected to weaken in the
coming 12 months.

In the second quarter of 2015, 2,122
luxury homes worth HK$10 million or
above were sold in Hong Kong, a 49%
increase year on year. This reflects

the return of investors to the luxury
residential market, after the government
introduced cooling measures targeting
the mass residential sector in February.
Strong demand, coupled with limited
supply in the short term, is expected to
push up luxury residential prices further
in the year.

Prime retail

In the second quarter of 2015, retail
rents recorded slight drops in Beijing
and Shanghai, but the market remained
buoyant, with consumer demand
remaining strong. Declines in rents
were mainly attributable to the lowering
of rents to attract quality tenants and
the adjustment of tenant mix by some

landlords, introducing food & beverage
and children’s retailers from which rental
yields are relatively low.

In order to boost domestic consumer
spending, the Chinese government
slashed its import tariffs on clothing,
footwear, cosmetics and other goods

in June this year, to entice Mainland
residents to spend money at home. This
is likely to benefit high-end shopping
centres selling imported products.

In Taipei, shops are still in short supply in
major retail areas along Zhongxiao East
Road, leading to steady prices and rents.
Because of the surges in retail property
prices and rents, the only tenants that
can now afford the steep rents are
international brands and tenants with
lower affordability have had to move to
nearby lanes or upper-level units.

Hong Kong’s retail sales market remained
weak. In the first five months of 2015,
although visitor arrivals continued to
increase, average visitor spending
decreased. Retail sales fell 1.8% year
on year, attributable to heavy falls in the
sales of jewellery, watches and other
luxury goods. The slowdown in retail
sales is not expected to show any signs
of improvement and retail rents are likely
to decrease further in the year.



GREATER CHINA PROPERTY MARKET REPORT Q2 2015

PRIME OFFICE

RESEARCH ‘ :

Knight %
Frank 15

TABLE 1 o FIGURE 1
Average prices, rents, vacancy rates and yields " Grade-A office prices
Price Rental Vacancy USS persam
City (US$ psm) (US: grs‘m)per rate Yield 30,000\ Beijng
I Shanghai

Beijing $8,383 $59.4 5.3% 6.3% B Guangzhou
. o o 25,000 | B Hong Kong

Shanghai $8,686 $45.1 3.2% 6.2% o

Guangzhou $5,855 $28.7 14.5% 5.9%

Hong Kong $27,580 $70.5 2.6% 2.5% 20,000

Taipei $13,281 $25.5 7.7% 2.3%

[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be
used to estimate average yields. They are also not directly comparable among cities due to the different

characteristics of each city.
[2] Prices and rents are calculated on gross floor areas.

TABLE 2

Supply and demand indicators

City Indicators Comments

Beijing + New Grade-A office supply reached a ¢ Strong leasing demand for large office

total of 276,204 sgm in the quarter.

Shanghai ¢ There were no new Grade-A office
completions.

+ The Grade-A office vacancy rate was
3.2%, down 1.4 percentage points from
the previous quarter.

Guangzhou ¢ Poly Clover in Pearl River New City was
completed, providing about 100,000 sgm

of new Grade-A office space.
+ The number of Grade-A office sales

plunged 50% quarter on quarter, with a
slight drop in prices.

Hong Kong ¢ One Bay East, twin towers in Kwun Tong
providing about 100,000 sq m of Grade-A
office space, will be completed in the
second half of 2015.

Taipei + Cathay Landmark in Xinyi—the largest

new project this year—will complete in
the third quarter.

+ During the first half of 2015, Grade-A
office take-up exceeded 40,000 sgm.

space came mainly from financial
companies, law firms as well as energy
and techology related industries.

¢ The completion of Honggjiao Vanke
Centre in the third quarter will add 93,000
sgm of new office space to the market.

¢ There was strong demand for Grade-A
offices in the CBD from peer-to-peer
companies.

+ A number of office buildings will
complete in the second half of 2015,
imposing high supply pressure on the
market.

+ Amid fierce competition, developers of
existing offices lured tenants with pre-
leasing and rental discounts, which are
set to boost market activity.

+ Abundant new office supply is expected
to impose mild downward pressure on
rents in Kowloon East.

+ With many firms negotiating for leasing
space in Cathay Landmark, the average
market rent is expected to grow further,
although the vacancy rate in Xinyi could
reach over 10%.
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FIGURE 2

Grade-A office rentals

US$ per sgm per month
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TABLE 3
Major sales transactions

City District Development Floor / Unit Area (sqm) (US; :‘ir::iﬁion) (US$P;::‘esqm)
Beijing Chaoyang Poly Central Plaza 14 units 23,880 $200.7 $8,406
Beijing Tongzhou Tongzhou Wanda Plaza 9 units 708 $3.5 $4,892
Shanghai Putuo Global Harbour 25" floor 2,302 $20.8 $9,031
Shanghai Zhabei Suhe Creek 17t floor unit 211 $2.5 $11,855
Guangzhou Tianhe R&F Yingkai Plaza Mid floor unit 187 $1.4 $7,254
Guangzhou Tianhe Global Metropoiltan Plaza Mid floor unit 235 $1.5 $6,287
Hong Kong Central Nine Queen's Road Central High floor 1,279 $61.9 $48,405
HongKong  WanChai  Cankof EaSt(?:r:?rsam“r View High floor 730 $19.3 $26,509
Hong Kong Kwun Tong One Harbour Square High floor 1,763 $37.4 $21,225
Hong Kong Admiralty United Centre High floor 1,903 $40.2 $21,144
TABLE 4
Major leasing transactions
City District Development Floor / Unit Area (sqm) Mont(r‘lJl)égental l\(lld)srgh;)é:!seqn;a)l
Beijing Chaoyang Wangjing SOHO Tower 3 / 43 floor 2,900 $109,396 $37.7
Beijing Dongcheng Oriental Plaza E1 / 8™ floor 429 $24,897 $58.0
Shanghai Jing'an Henderson 688 22 floor unit 1,300 $66,895 $51.5
Shanghai Pudong Taiping Finance Tower 17" floor unit 600 $32,933 $54.9
Guangzhou Tianhe R&F Yingxin Plaza Mid floor unit 124 $3,224 $26.0
Guangzhou Tianhe China Shine Plaza low floor unit 106 $2,821 $26.6
Hong Kong Central Citibank Plaza 3 low floors 6,237 n/a n/a
Hong Kong Admiratly CITIC Tower Low floor 1,680 n/a n/a
Taipei Xinyi He':c‘jzt"\'a"’:;‘e?g'#?ce 10-11* floor units 2,776 n/a n/a
Taipei Xinyi Farglory Financial Center 18™ floor / unit AO1 540 n/a n/a

Note: All transactions are subject to confirmation.

TABLES OUTLOOK
Outlook (Q3 2015) : :
_ Abundant new supply is expected to impose
City Price Rental s _ ) downward pressure on Grade-A office rents
Beijing « ~ s ' in Beijing, Shanghai and Guangzhou, during
the second half of 2015.
Shanghai P | N
Guangzhou p | «
Hong Kong p | p |
Taipei o P |
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TABLE 6

Average prices, rents, vacancy rates and yields

11121

FIGURE 3
Luxury residential prices

Price

Rental

Vacancy

City (US$ psm) (US$ psm per month) rate Yield
Beijing $10,105 $24.4 11.6% 2.9%
Shanghai $13,102 $29.5 6.5% 2.8%
Guangzhou $6,288 $21.5 n/a 3.5%
Hong Kong $31,882 $57.9 8.4%" 2.3%
Taipei $16,404 $19.5 n/a 1.2%

[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be
used to estimate average yields. They are also not directly comparable among cities due to the different
characteristics of each city.

[2] Prices and rents are calculated on gross floor areas.

[3] End-2014 vacancy rate of units over 100 sgm supplied by Rating and Valutation Department, HKSAR.

TABLE 7

Supply and demand indicators

City
Beijing

Shanghai

Guangzhou

Hong Kong

Taipei

Indicators

+ 184 new luxury homes were launched
in the sales market, while the leasing
market saw no new supply.

+ The total number of new luxury home
sales surged to 571. Meanwhile, the
average rent dropped for the fourth
consecutive quarter.

+ New supply reached 171,000 sgm,
up 58% quarter on quarter.

+ New luxury home sales surged 230%
to about 200,000 sgm.

+ No new luxury homes were supplied
in the quarter.

+ The number of luxury residential sales
rose 30% quarter on quarter.

+ The projected supply of private
homes rose to 78,000 units for the
coming 3-4 years, as the government
accelerates land sales.

+ New homes were launched in
Zhongshan and Xinyi Districts.
+ The government raised housing tax

for luxury homes notably, dragging
down both demand and prices.

Comments

+ Improvement in residential sales and capital-
market liquidity accelerated the launches of
luxury projects.

+ With increasing housing demand from
young, well-educated buyers, quality
became the key to obtaining more market
share for developers.

+ Jinmao Palace was launched in Zhabei,
providing 38,703 sgm of luxury housing.

+ Jinmao Palace achieved a sales rate of over
90% in the quarter.

+ Supply will not surge in the third quarter, with
inventory already at a historic high.

+ Relaxed credit conditions and a lowered
down-payment ratio for second-home
purchases released some pent-up demand.

+ Abundant future supply will not affect home
prices in the short term, as it will take time to
materialise.

+ New homes in Zhongshan recorded
satisfactory sales resullts.

+ More investors will buy homes by end 2015,

before the launch of a combined property
and land tax.

US$ per sqm
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FIGURE 4
Luxury residential rentals

US$ per sqm per month
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TABLE 8

Major sales transactions

City District Development Floor / Unit Area (sqm) (usg ':::iﬁion) (US$P;L$esqm)
Beijing Haidian Wanliu House 1 unit 253 $7.7 $30,468
Beijing Chaoyang Taiyang Gongyuan 4 units 634 $9.0 $14,246
Shanghai Huangpu The Paragon Low floor unit 346 $7.0 $20,356
Shanghai Jing'an Grand Summit High floor unit 220 $3.6 $16,377
Guangzhou Tianhe Virtue Court High floor unit 211 $2.0 $9,550
Guangzhou Tianhe Palm Garden Low floor unit 120 $0.9 $7,859
Hong Kong Mid-Levels East Opus Low floor unit 482 $64.2 $133,259
Hong Kong Mid-Levels West 39 Conduit Road High floor unit 433 $55.9 $128,935
Taipei Jhongshan Goodman Da Zhen 9t floor unit 598 $7.1 $11,889
Taipei Jhongshan Goodman Da Zhen 11t floor unit 593 $7.5 $12,682
TABLE 9
Maijor leasing transactions
City District Development Floor / Unit Area (sqm) Mont(r:JI)ég)ental '\(nt?srghr:if:‘;:‘a)l
Beijing Chaoyang Fraser Suites CBD Beijing 1 unit 105 $4,514 $43.0
Beijing Xicheng WeStEiQeEiitjiicg ;Z‘S"’i‘g;a;greet 1 unit 60 $4,030 $67.2
Guangzhou Tianhe Favorview Palace Mid floor unit 358 $6,287 $17.6
Guangzhou Tianhe The Cosmos High floor unit 250 $4,030 $16.1
Hong Kong Mid-Levels Queen’s Garden Mid floor unit 203 $23,955 $118.2
Hong Kong Island South The Somerset High floor unit 234 $20,640 $88.1
Hong Kong The Peak Oasis High floor unit 157 $12,900 $82.2
Hong Kong Island South Belgravia Low floor unit 174 $14,190 $81.5
Taipei Xinyi Kindom Yuanjian 12 floor unit 291 $4,841 $16.6
Taipei Xinyi The Royal Castle 8™ floor unit 404 $9,036 $22.4

Note: All transactions are subject to confirmation.

TABLE 10 OUTLOOK
Outlook (Q3 2015

@ ) The Mainland Chinese housing market
City Price Rental is expected to further improve, thanks to
Beijing | « the Iau.nch of favc?urable policies and the

relaxation of cooling measures.

Shanghai P | p
Guangzhou P | P
Hong Kong P | P
Taipei « L
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TABLE 11 FIGURE 5
Average prices, rents, vacancy rates and yields t Prime retail prices

. Price Rental Vacancy . US$ per sqm
City Yield

(US$ psm) (US$ psm per month) rate 350000 Shangha
Beijing $11,575 $204.3 2.6% 5.8% B Guangzhou
. B Hong Kong

Shanghai $35,949 $276.4 8.7% 6.5% 300,000

Taipei

Guangzhou $43,407 $273.8 4.5% 5.4%
Hong Kong $331,309 $692.0 7.3%% 2.4%"8 250,000
Taipei $108,088 $195.3 n/a 2.1%
[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be 200,000

used to estimate average yields. They are also not directly comparable among cities due to the different

characteristics of each city.
[2] End-2014 overall vacancy rate supplied by Rating and Valutation Department, HKSAR. 150,000
[3] Overall yield supplied by Rating and Valutation Department, HKSAR.

100,000
TABLE 12 o 50,000
Supply and demand indicators f
City Indicators Comments 0 . . . . —
2010 2011 2012 2013 2014 2015
Beijing ¢ There was no new supply. + Abundant new retail supply is expected
+ Demand for prime retail space remained in the second half of 2015, mainly in

strong following promotional activity suburbs.

during the Labour Day, Children’s Day and ¢ Retail rents dropped, as some landlords

Dragon Boat Festival holidays. attracted quality retailers by lowering FIGUREG

rents and others introduced low-rental- Prime retail rentals

return stores.
US$ per sqm per month

Shanghai + Hong Kong New World's Shanghai 118 + Most new malls opened in the quarter 900

- D Beii
Branch Store and Suning.com Mall were renovated from former department » Sﬁ!:ghai
opened, providing a total of about 82,600 stores or specialty markets. g00| M Guangzhou
sqm of retail space. + Discounts on luxury goods boosted B Hong Kong

sales of luxury goods. 700 Taipe
Guangzhou ¢ GT Winter Mall had its soft opening, + 400,000-50,000 sgm of new shopping 600
providing about 100,000 sgm of retail mall space is expected to become
space. available in the second half of 2015, 500
+ Retail sales dropped year on year in mainly in urban areas.
eight major department stores duringthe ¢ The new shopping malls are expected 400
Dragon Boat and Labour Day holidays, to impose minimal pressure on rents,
while online retail sales grew 63%. due to their different positioning. 300
Hong Kong ¢ For the first five months of 2015, total retail ¢ Despite decreased mainland tourist /——/z}
sales value dropped 1.8% over a year spending, mid-tier retailers continued to 200 /"‘f—\
earlier. expand, with strong local consumption.
100
Taipei ¢ There was no new retail property supply. ¢ Shops in the Zhongxiao East Road
commercial area remained sought after, 0 : : : :

+ Amid previous rental surges, only
international brands could afford the rents.

. 2010 2011 2012 2013 2014 T 2015 !
supporting rental levels.



TABLE 13
Major sales transactions

. N . Area Price Price
City District Development Floor / Unit (sqm) (US$ million) (US$ per sqm)
Beijing Xicheng Zhidixingzuo Plaza n/a 1,033 $6.3 $6,126

. CDD Creative Park
Beijing Daxing Hongyue Square n/a 102 $0.8 $8,104
Shanghai Xuhui Xuhui Vanke Centre Ground floor unit 1,183 $10.2 $8,600
Shanghai Minhang Hongqlac;::sr:clilse Walk Ground floor unit 301 $2.5 $8,418
Guangzhou Tianhe Longkou East Road Ground floor unit 55 $0.4 $7,328
Guangzhou Liwan Liwan Road Ground floor unit 49 $0.5 $11,186
Hong Kong Causeway Bay 11 Lee Garden Road Ground floor unit 74 $22.6 $303,394
Hong Kong Quarry Bay Royal Terrace Ground floor / units 1-11 889 $36.4 $40,937
Hong Kong  Tsim Sha Tsui Kimberley House Ground floor / units A-B 607 $21.9 $36,137
Hong Kong Kwun Tong Montery Plaza Ground floor / unit C 615 $18.5 $30,094
TABLE 14
Major leasing transactions
. - . Monthly Rental Monthly Rental
City District Development Floor / Unit Area (sgqm) (USS) (US$ per sqm)
Beijing Dongcheng Oriental Plaza LIS Sr:ic;und fec 60 n/a n/a
Beijing Dongcheng Beijing apm Ground floor / unit 121 40 n/a n/a
Shanghai Huangpu K11 Art Gallery Mall Basement 2 300 $36,755 $122.5
Shanghai Jing'an Crystal Galleria Level 2 unit 150 $11,027 $73.5
Guangzhou Yuexiu Beijing Road Ground floor unit 60 $48,362 $806.0
Guangzhou Yuexiu Zhongshan Third Road Ground floor unit 24 $5,803 $241.8
Hong Kong Causeway Bay Yau Kwong Building Ground floor / unit 2C 74 $33,539 $451.3
Hong Kong  Tsim Sha Tsui Hankow Centre Arcade Ground floor / unit 27 75 $24,252 $324.7
. . Section 4, Zhongxiao « .

Taipei Da'an East Road 1t floor unit 27 $3,227 $121.7
. , Section 4, Zhongxiao « .

Taipei Da'an East Road 15t floor unit 108 $24,203 $223.3

Note: All transactions are subject to confirmation.

TABLE 15
Outlook (Q3 2015)

OUTLOOK

Tariff-cuts on certain imported goods,
City Price Rental 9 {5 introduced on 1 June 2015, is expected

Beijing ~ ~ to benefit prime shopping centres selling
. imported, luxury apparel and skincare

Shanghai p | L products.

Guangzhou A P |

Hong Kong &« N

Taipei - -
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