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MAINLAND LUXURY HOME PRICES
GREW FURTHER DESPITE COOLING

MEASURES

During the second quarter (Q2) of 2016, Grade-A office markets in major Mainland
cities remained robust with strong demand from finance, technology, consultancy
and other sectors. An abundance of upcoming supply is expected to push up
vacancy rates. In the residential market, prices continued to rise in first-tier cities

on the Mainland, although cooling measures led to a plunge in luxury home sales

in Shanghai. Meanwhile, consumption weakened due to slower economic growth
on the Mainland and increasing global economic uncertainty. With brick-and-mortar
stores facing increasing competition from online retailers, continued adjustments are

expected in the retail market.

Grade-A office

In Q2 2016, Mainland Grade-A office
markets remained active. In Shanghai, rents
rose and the vacancy rate fell, driven by
strong demand, with core business districts
seeing satisfactory leasing performance. In
Beijing, rents continued to climb, although
the vacancy rate edged up slightly with six
new projects completed. Guangzhou was
relatively quiet, with minor increases in both
rents and prices. The sales market saw
transaction volume drop over 40% quarter
on quarter (QoQ).

In Hong Kong, leasing activity was slow on
Hong Kong Island due to the low availability
of space and weaker demand from the
Mainland, while Kowloon East remained
active, boosted by strong relocation
demand from tenants on Hong Kong Island.

In Taipei, the letting market performed well
with a good absorption rate, most notably
in Xinyi District. Overall rents and prices
remained steady.

Looking ahead, a huge amount of new
supply is likely to impose upward pressure
on vacancy rates in Shanghai, Beijing,
Guangzhou and Taipei. But the shift from
Business Tax to Value-added Tax on the
Mainland is likely to reduce the tax burden
and benefit the absorption of office space.
Shenzhen-Hong Kong Stock Connect,
which will potentially be launched in the
second half of the year, is set to shore up
the office letting market in Hong Kong.

Luxury residential

Luxury home prices in major Mainland cities
continued to rise in Q2 despite government
cooling measures. In Shanghai, where
non-residents are restricted from buying
homes, sales decreased 20% QoQ. But as
a key safe-haven asset class, luxury homes
were still sought after. In Beijing, 257 new
luxury homes were sold, up 38% QoQ,
driven by booming supply and demand in
the traditional peak season. In Guangzhou,
where market recovery became slower,
sales fell over 20% QoQ. Inventory level still
fell 11.7% due to a lack of new supply.

The Hong Kong market remained polarised,
with super-luxury homes popular with
billionaires, but other homes recording price
drops because of an anticipated increase in
supply and a potential interest-rate rise.

In Taipei, the new administration did not
emphasize curbing measures, which
encouraged developers to launch new
projects. Enquiry levels for luxury homes
surged, but buyers were deterred by the
high property tax, which dragged down
sales to only 30% of the volume a year ago.
Prices and rents remained stable amid the
low interest rate environment.

In the short term, curbing measures are
expected to remain in first-tier Mainland
cities, but luxury home prices are set to
rise, propelled by high premiums in recent
residential land sales. Luxury home prices
could fall 5-10% in Hong Kong and stay
steady in Taipei for the rest of the year.

Prime retail

In Q2, the Mainland retail market remained
challenging, but rents were stable for prime
retail space. In Shanghai, Disneyland, which
opened in June, is expected to attract more
than 17 million visitors this year, propping
up the prime retail market. High-end
shopping malls in Beijing’s core business
districts continued to adjust their brand
portfolios to attract a wider consumer mix.
Malls in Guangzhou also actively adjusted
their tenant mix by increasing the proportion
of experience-based tenants, such as
restaurants and lifestyle stores.

In Hong Kong, with Mainland visitor
numbers declining, along with their
spending, both rents and prices of prime
shops decreased significantly.

In Taipei, the overall market remained stable
with sustained numbers of visitors from
Japan, Hong Kong and Macau, in spite of
fewer tourist groups from the Mainland.

Looking ahead, brick-and-mortar shops

in major Mainland cities will remain under
pressure with the slower economy and the
increasing popularity of online shopping.
The Hong Kong retail market is expected
to bottom out early next year, underpinned
by a slower decline in Mainland visitor
numbers and retailer adaptation to changes
in consumption patterns. In Taipei, the
market is expected to remain stable with a
lack of land and new retail space amid the
absence of urban renewal activity.
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TABLE 1

Average prices, rents, vacancy rates and yields

[1112]

FIGURE 1
Grade-A office prices

Price Rental
City (US$ psm per
(US$ psm) month)
Beijing $8,195 $57.9
Shanghai $9,862 $46.6
Guangzhou $5,735 $27.1
Hong Kong $26,236 $77.0
Taipei $12,685 $24.2

Vacancy Yield
rate
6.3% 6.2%
3.3% 5.7%
13.0% 5.7%
2.2% 3.0%
10.2% 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

Beijing + 6 new office buildings were launched

in 5 submarkets in the quarter.

+ With stricter supervision from the
government, the demand and
expansion from emerging financial
companies like P2P showed a slower
trend.

Shanghai + Nearly 469,200 sgm of new Grade-A
office space was launched in the
quarter.

¢ The vacancy rate of Grade-A offices
further lowered to 3.3%.

Guangzhou ¢ International Metropolitan Plaza in
Pearl River New City was launched,
providing over 60,000 sqm of space.

Hong Kong * Four projects will provide over 1
million sq ft of Grade-A office space
on Hong Kong Island in 2017.

Taipei + There was no new supply in the
quarter.
+ Grade-A offices saw satisfactory take-
up performance, especially in Xinyi.

Comments

¢ They provided 359,632 sqm of prime
space.

+ With tightened purchase restrictions
in Tongzhou, the focus of strata-
titled office sales shifted to Daxing,
Fagnshan, Mentougou and
Shijingshan.

¢ Century Link located in Pudong
Century Avenue brought 106,600
sgm of new supply to the market.

+ Core CBDs witnessed promising
leasing performance.

+ With Grade-A office sales plunging
over 40% quarter on quarter,
available stock for sale lost only 5%.

¢ Grade-A office rentals are expected
to see slower growth or go down in
some districts in 2017, with increased
supply of new space.

¢ Grade-A office tower Nanshan Plaza
in Xinyin is expected to complete in
2017.

+ Most office sales transactions
involved Grade-B and C offices.

US$ per sqm
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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; rrlnciﬁion) (US$P;:;esqm)
Beijing Chaoyang Shimao Gongsan Plaza En bloc 212,000 $455.6 $2,149
. . En blocs
Beijing Fengtai Tunghsu International Center (Towers B, C and D) 41,559 $279.9 $6,735
Shanghai Huangpu East Ocean Centre Phase 2 En bloc 63,000 $374.6 $5,947
. Binjiang International Plaza
Shanghai Yangpu Building 6 En bloc 15,156 $123.4 $8,142
Guangzhou Tianhe R&F Yingkai Plaza High floor unit 180 $1.3 $7,051
Guangzhou Tianhe Top Plaza Low floor unit 560 $3.7 $6,591
Chinachem (Hunghom)

Hong Kong Hung Hom Commercial Centre En bloc 4,443 $45.1 $10,152
Hong Kong Central Nine Queen's Road Central Low floor 1,273 $51.0 $40,072
Taipei Songshan Yuanta Financial Building 2,6, 7 and 9" floors 7,120 $90.2 $12,674

TABLE 4
Major leasing transactions

Monthly Rental Monthly Rental

City District Development Floor / Unit Area (sqm) (US$) (US$ per sqm)

. Winland International -
Beijing Xicheng Finance Center Tower B / 2™ floor 1,500 $165,553 $110.4

Beijing Chaoyang Orient Media Centre Tower C 27" floor unit 278 $13,637 $49.1
Shanghai Pudong Century Link 15" floor 2,350 $120,461 $51.3
Shanghai Xuhui Two ICC 27 floor 1,300 $87,841 $67.6
Guangzhou Tianhe Global Metropolitan Plaza High floor unit 1,155 $30,984 $26.8
Guangzhou Tianhe Teem Tower High floor unit 420 $13,183 $31.4
Hong Kong  Causeway Bay Tower 535 Mid floors 8,705 n/a n/a

Hong Kong Kwun Tong Manulife Financial Centre Mid floors 5,830 n/a n/a

Taipei Xinyi Cathay Landmark 15-19" floors 11,322 $321,503 $28.4
Taipei Xinyi Taipei New Horizon 8™ floor 1,755 $36,000 $20.5

Note: All transactions are subject to confirmation.

TABLE 5
Outlook (Q3 2016)

OUTLOOK

i | Abundant upcoming supply is expected
City Price Rental : b o to push up office vacancy rates in

Beijing - ~ Beijing, Shanghai, Guangzhou and Taipei.

i Shenzhen-Hong Kong Stock Connect,
Shanghai e ” which will potentially be launched in the
Guangzhou ” - second half of the year, is set to shore up the
Hong Kong p | p | office letting market in Hong Kong.

Taipei o «
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TABLE 6

Average prices, rents, vacancy rates and yields re

FIGURE 3
Luxury residential prices

. Price Rental Vacancy . USS$ per sqm
City Yield
(US$ psm) (US$ psm per month) rate 40,000 m Baiing
Beijing $10,224 $23.3 13.6% 2.7% B Shanghai
Shanghai $15,262 $28.5 6.0% 2.6% 35,000 B Cuangznos
anghai y . .U% .o ’ B Hong Kong
Guangzhou $6,504 $21.4 n/a 3.4% Taipei
Hong Kong $29,021 $53.8 8.5%"0 2.3% 30,000
Taipei $14,475 $18.7 n/a 1.6%
25,000
[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be
used to estimate average yields. They are also not directly comparable among cities due to the different 20,000
characteristics of each city. ’
[2] Prices and rents are calculated on gross floor areas.
[3] End-2015 vacancy rate of units over 100 sgm supplied by Rating and Valutation Department, HKSAR. 15,000
10,000 _/__/‘w—’
TABLE 7 /_/-«v——’
Supply and demand indicators 5000
City Indicators Comments 0 . . . . . —
2010 2011 2012 2013 2014 2015 2016
Beijing + Five new projects provided 424 + About 35 projects will be launched in the
luxury units in the quarter. second half of the year, including 15 new
+ Sales of new luxury homes worth projects.
over RMB80,000 per sqm totalled ¢ Due to the overheat of the market, the
257 units in the quarter, an increase  government may implement stricter FIGURE4 .
of 38% quarter on quarter. policies in the second half of the year. Luxury residential rentals
Shanghai + New luxury residential supply + The residential land market was active, USS$ per sqm per month
reached 384,000 sgm, up 228% indicating developers' confidence in the 100 g Bejing
quarter on quarter. market. B Shangha
¢ Luxury home sales reached + The recent restrictions on non-local 90| W Guangzhou
188,000 sgm, a quarter-on-quarter residents' home purchase curbed I Hong Kong
decrease of 20%. housing demand. 80
Guangzhou ¢ There was no new luxury residential * The third quarter is expected to have 70
supply in the second quarter. no new supply. Inventory clearance will "
+ Luxury home sales and inventory remain the market focus.
declined 23.2% and 11.7% quarter ¢ Thanks to new policies, sales are 50
on quarter, respectively. expected to rebound and prices slightly
rise in the third quarter. 40
Hong Kong ¢ Luxury residential sales worth + The super-luxury sector remained 30
HK$10 million or above dropped resilient with record breaking deals being ﬁ
2% year on year to 2,080. recorded in the quarter. 20 //M
Taipei ¢ The new government had not + Enquiry level surged, but high property 10
stressed the implementation of tax still kept potential buyers on the
cooling measures, encouraging sideline. 0 : : : : :

developers confidence.

2010

2011 2012 2013 2014 2015 ' 2016



TABLE 8
Major sales transactions

City District Development Floor / Unit Area (sqm) (US; I,i::iﬁion) (US$P;L$‘esqm)
Beijing Chaoyang One Sino Park 6 units 2,037 $52.4 $25,724
Beijing Haidian Wanliu House 7 units 1,699 $41.0 $24,109
Shanghai Pudong Ocean One High floor unit 619 $16.0 $25,866
Shanghai Jing'an OCT Suhe Creek High floor unit 325 $8.0 $24,721
Shanghai Huangpu The Paragon Low floor unit 295 $6.6 $22,333
Shanghai Changning Sandalwood Low floor unit 535 $10.9 $20,339
Guangzhou Tianhe Central Park View Mid floor unit 179 $13.0 $11,133
Guangzhou Tianhe The Cosmos Low floor unit 250 $14.0 $8,584
Hong Kong The Peak Severn Villa 3 floor / unit A 126 $29.9 $236,437
Hong Kong Island South 2 Headland Road House 1,109 $131.4 $118,530
Hong Kong The Peak Mount Nicholson House 849 $95.4 $112,335
Hong Kong  North Point Hill Pavilia Hill Tower 01 / 46th floor / unit A 141 $9.5 $67,571
Taipei Zhongzheng Elites 15t floor unit 331 $3.3 $9,856
Taipei Chongshan Bosendorfer 5t floor unit 281 $3.3 $11,898
TABLE 9

Major leasing transactions

City District Development Floor / Unit Area (sgqm) Mont(l::;gsl;?)ental '\(nlj’srghplif:;:sl
Guangzhou Tianhe Central Park View High floor unit 122 $1,839 $15.1
Guangzhou Tianhe Beau Monde Mid floor unit 127 $1,993 $15.7
Hong Kong The Peak Strawberry Hill House 270 $25,772 $95.6
Hong Kong Pokfulam Villa Bel-Air House 389 $36,080 $92.7
Hong Kong Island South Belgravia Mid floor / unit A 174 $14,819 $85.1
Hong Kong The Peak 11 Coombe Road Mid floor / unit A 175 $14,819 $84.6
Taipei Neihu Sang-Ling Yuan 17 floor unit 350 $6,393 $18.3
Taipei Xinyi Vision 8" floor unit 373 $6,473 $17.3

Note: All transactions are subject to confirmation.

TABLE 10 N
Outlook (Q3 2016) 3 | P OUTLOOK

In the short term, curbing measures are
City Price Rental | expected to remain in the Mainland’s first-

Beijing P | - tier cities, but luxury residential prices are set
. P to rise further, propelled by high premiums in

Shanghai ” recent residential land transactions.

Guangzhou P | P

Hong Kong « «

Taipei & «
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TABLE 11

. - 1
Average prices, rents, vacancy rates and yields t

FIGURE 5
Prime retail prices

City

Beijing
Shanghai
Guangzhou
Hong Kong
Taipei

Price Rental Vacancy Yield
(US$ psm) (US$ psm per month) rate
$10,801 $190.8 3.0% 5.9%
$35,632 $259.1 9.6% 6.0%
$42,190 $263.4 4.3% 4.8%
$247,932 $579.7 7.7%P 2.5%"0
$103,237 $186.5 n/a 2.1%

[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] End-2015 overall vacancy rate supplied by Rating and Valutation Department, HKSAR.

[3] Overall yield supplied by Rating and Valutation Department, HKSAR.

TABLE 12

Supply and demand indicators

City
Beijing

Shanghai

Guangzhou

Hong Kong

Taipei

Indicators

+ Beijing High V-life Plaza was officially
launched in the core area of Daxing.

¢ Massive marketing campaigns and
promotion activities will be launched
during the summer vacation.

+ Five retail malls opened in the quarter.

+ Shanghai Disneyland Park opened on
16 June, which is expected to attract
over 17 million tourists this year.

+ There was no new prime retail supply in
the quarter.

+ Retail sales value rose 8.5% year on year
during the first 4 months of 2016, down
2.5 percentage points year on year.

+ No new shopping malls were opened in
the quarter.

+ A number of restaurant start-ups and
expansion took place as street shop
rents softened.

+ There will be no new supply with no
urban revitalisation and a lack of land.

¢ Visitor arrivals from Mainland China
decreased, but those from Japan, Hong
Kong and Macau remained stable.

Comments

+ 5 new malls will be launched in the

second half of 2016, most in suburbs.

High-end malls in prime submarkets
further adjusted their brand portfolios to
attract consumers.

The total space of the malls reached
360,496 sgm, surging 219% year on year.

The opening of Disneyland will bring new
opportunities to the retail market.

K11 and Tianhui Plaza could be
launched in 2016 second half, providing
150,000 sgm of retail space in total.

This year's consumer market was weaker,
resulting in softened retail demand.

An over 40,000-sgm shopping mall in
Yuen Long is expected to open in the
fourth quarter.

We expect to see further expansion of the
food and beverage industry.

Zhongxiao East Road saw some vacant
space with high rental levels.

There were no street shop leasing nor
sales transactions in the quarter.

US$ per sqm
350,000 |y Shanghai
B Guangzhou
I Hong Kong
300,000 Taipei
250,000
200,000
150,000
100,000
50,000 -
O™ 2010 2011 " 2012 " 2013 | 2014 | 2015 2016
FIGURE 6

Prime retail rentals

US$ per sqm per month

900

800

700

600

500

400

300

200

100

B Beiing
I Shanghai
B Guangzhou
B Hong Kong
Taipei

//ﬁ

2010 2011 2012 2013 2014 2015 ' 2016



TABLE 13
Major sales transactions

City District Development Floor / Unit (':::::) (US; :::iﬁion) (US$P;:;esqm)
Beijing Fengtai Fengtai Wanda Plaza 29 units 2,508 $39.7 $15,830
Beijing Chaoyang Smart Hero Central Park Plaza 18 units 2,822 $29.6 $10,484
Shanghai Jing'an Financial Street Jing'an Centre Level 1 unit 112 $1.9 $17,334
Shanghai Minhang Xinhua Redstar Landmark Level 1 unit 93 $1.3 $13,530
Guangzhou Yuexiu Dezheng Road Ground and first floor units 280 $1.7 $6,022
Guangzhou Yuexiu Zhongshan Second Road Ground floor unit 100 $1.6 $16,095
Hong Kong Kwai Chung Shek Yam Estate Retail and carpark block n/a $113.4 n/a
Hong Kong Tuen Mun Po Tin Estate Retail and carpark block n/a $56.4 n/a

TABLE 14

Major leasing transactions

City District Development Floor / Unit Area (sgqm) Mont(rblyégental I\(nlfgsfh;irnse:;‘a)l
Beijing Chaoyang Parkview Green Level 2 585 $21,970 $37.6
Beijing Xicheng Aux Galeries Lafayette Level 2 160 n/a n/a
Shanghai Jing'an Daning Central Square Level 1 unit 320 $14,166 $44.3
Shanghai Minhang Vivo City Basement 1 unit 100 $7,922 $79.2
Guangzhou Yuexiu Huifu East Road Ground floor unit 32 $8,431 $263.5
Guangzhou Yuexiu Tianhe South First Road Ground floor unit 45 $5,825 $129.4
Hong Kong Causeway Bay Sun On Mansion anir;u;g 2232/2 153 $66,749 $437.3
Hong Kong  Tsim Sha Tsui Golden Glory Mansion Ground floor / unit C 18 $16,752 $906.1

Note: All transactions are subject to confirmation.

TABLE 15
Outlook (Q3 2016)

Price Rental

City

Beijing
Shanghai
Guangzhou

Hong Kong

teuy g
Tttt

Taipei

OUTLOOK

The Hong Kong retail market is expected
to bottom out early next year, underpinned
by a slower decline in Mainland visitor

numbers and retailer adaptation to changes
in consumption patterns.
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I~ $6,504 $21.4 n/a 3.4% i
5 $29,021 $53.8 8.5%0 2.3% 30000 /\/\/\
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EIN
TEZXZER
i Ei X/E BB/ 8 EHR(EAK) (e UL SO
= EH[H EtRESEK 61N EIT 2,037 $52.4 $25,724
= iz T TNEBIT 1,699 $41.0 $24,109
Lig AR HIRERES BEET 619 $16.0 $25,866
Lig EEES MBS 5 BERT 325 $8.0 $24,721
LiE =il RANE RERT 295 $6.6 $22,333
Lig KT ANEELE RERET 535 $10.9 $20,339
THl KA P FTH R RERIT 179 $13.0 $11,133
T XAl g RKEETT 250 $14.0 $8,584
FiE LT it 53f 71 2 3E/AE 126 $29.9 $236,437
gt X Mm=E25 B 1,109 $131.4 $118,530
& WL T EHEL B 849 $95.4 $112,335
FiE Blay=E i MWL — B/ 461 /A 141 $9.5 $67,571
aik HIE B 15E8 T 331 $3.3 $9,856
aik il NET S SEHT 281 $3.3 $11,898
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FEHERR
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FEZIZHR
L B X8 R/ S B (EH %) (m UL
= S BRIEI % 294N T 2,508 $39.7 $15,830
= e BRERRAEIF 181 E T 2,822 $29.6 $10,484
Lis R ERAERZHL 128 112 $1.9 $17,334
L 1T AR ERT % 1R8T 93 $1.3 $13,530
THl wE B 1Z2E8 T 280 $1.7 $6,022
Tl BFE Rl 1R8I 100 $1.6 $16,095
giE %iE ATHER HHEEEEE n/a $113.4 n/a
EiE ol EHEB BEPAEES n/a $56.4 n/a
=+
FEHERR
L ] x/E R/ S ELESES) AHE(£5%T) PSS -
= e EtEFREEMR 2B 585 $21,970 $37.6
= A ZHFEE 2B 160 n/a n/a
Lis R ATHL 17 1R8TT 320 $14,166 $44.3
LiE 4T I=E 311 HT1EET 100 $7,922 $79.2
T WFE HERRE 1R8T 32 $8,431 $263.5
Int) W KA — % 1B8 T 45 $5,825 $129.4
it $FEBE FRXE HTR/20R225 BT 153 $66,749 $437.3
Fig SIbIE ERPN - HT/CEET 18 $16,752 $906.1
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Knight Frank Research provides strategic advice, consultancy services and forecasting to a wide

range of clients worldwide, including developers and investors, as well as financial and corporate

institutions. All recognise the need for the provision of expert independent advice, customised to

their specific needs.
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