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DESTOCKING DOMINATES MAINLAND'S
RESIDENTIAL MARKET AGENDA

During the first quarter (Q1) of 2016, real estate markets in major Mainland cities
continued to benefit from a loosening monetary environment and measures to clear
housing inventory. Meanwhile, the Hong Kong and Taipei markets continued to be
impacted by government cooling measures.

Looking ahead, the Mainland residential market will continue to see growth in both
sales volume and prices, while house prices in Hong Kong and Taipei will continue
to soften, thanks to cooling measures that are expected to remain in place. In the

Grade-A office and retail markets, abundant supply on the Mainland is expected to
subdue rental growth in major cities.

Grade-A office

In Q1 2016, the Grade-A office markets

in major Greater China cities continued to
perform well. Beijing continued to witness
robust demand from domestic companies
in finance, internet and IT-related sectors.
Both prices and rents saw moderate
growth. In Shanghai, the market remained
active thanks to strong demand. Rents

in the core business district continued to
increase, driven by a dropping vacancy
rate. Office sales surged in Guangzhou,
benefitting from policy relaxation since
2015, which in turn lifted prices. Rents in
the city, meanwhile, remained stable as
tenants enjoyed an abundance of choices.

In Hong Kong, Grade-A office rents and
prices continued their upward trend, driven
mainly by demand from Mainland firms. In
Taipei, Grade-A offices in Xinyi remained
sought after by foreign firms and high-tech
companies. With a lack of new supply, both
rents and prices were flat in Q1.

Looking ahead, huge amounts of new
supply are likely to put downward
pressure on rents in the three Mainland
cities and Taipei. In Hong Kong, the
market is expected to continue to
polarise, with rents rising in core areas
where availability is limited and dropping
in decentralised districts with abundant
supply in the pipeline.

Residential

Luxury residential markets in Mainland’s
major cities remained upbeat in Q1,

amid a loosening monetary environment.
Record-low interest rates and easy
credit helped feed the housing mania,
which drove up luxury residential prices.
Among the three first-tier cities, Shanghai
led the price growth, with a significant
9.3% increase, followed by Beijing and
Guangzhou. In March, the government
tightened mortgage leading to curb the
price surge. Prices are expected to grow
slower in Q2. Destocking will remain

the major target in Mainland residential
markets over the year.

In Hong Kong, sales of luxury homes
worth HK$10 million or above plunged
62% year on year in Q1, attributable

to economic uncertainties, increases

in upcoming housing supply and
expectations of an interest-rate hike. The
market, however, still saw a number of
record-breaking super-luxury residential
transactions. Although luxury home
prices overall are expected to drop 5%
this year, prices of super-luxury houses
and apartments should remain firm.

Taipei’s luxury residential market was
quiet in Q1 because of the newly
implemented capital gains tax scheme,
which reduces the expected return from
luxury home investment. Prices fell
further, encouraging some landlords to
shift to the letting market. Developers
also announced that they would not
launch luxury units in Q2 except projects
already under construction. Looking
ahead, luxury home prices are set to
further soften, with the market being
dominated by end-users.

Retail

In Q1, the Mainland retail market
continued to face challenges from the
rise in e-commerce and abundant retail
property supply. International luxury
brands continued to consolidate their
retail networks. Prime retail rents in
major Mainland cities remained stable or
dipped slightly.

Looking ahead, the new tax regime for
e-commerce purchases abroad, which
took effect in April, will make it more
expensive to buy high-end products
from e-retailers, which is expected to
benefit bricks-and-mortal operators.
In the coming year, the launch of
many shopping malls will suppress
rental growth. Shanghai is expected
to outperform with the opening of
Disneyland.

In Hong Kong, with both Mainland visitor
numbers and retail sales value declining,
the high-end luxury retail sector
continued to shrink. Prime street shop
rents have declined for four consecutive
quarters and the downward trend is likely
to continue in the coming 12 months.

In Taipei, there have been signs of easing
in the growth of inbound tourism, as

the number of Mainland visitors to the
city stayed at similar level in February
2016 compared to a year ago. However,
prime retail space in Zhongxiao Road
remained sought after with supply being
very limited. Both prime retail prices and
rents remained flat in Q1. The situation is
expected to persist in Q2.
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TABLE 1

Average prices, rents, vacancy rates and yields
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FIGURE 1
Grade-A office prices

Price Rental
City (US$ psm per
(USS$ psm) month)
Beijing $8,048 $57.3
Shanghai $9,226 $44.7
Guangzhou $5,670 $27.0
Hong Kong $25,857 $76.6
Taipei $12,354 $23.6

Vacancy

rate Yield
5.7% 6.2%
4.2% 5.8%
13.0% 5.7%
1.7% 2.9%
11.0% 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 + Borui Il and Air China Century Plaza in

Lufthansa were launched.

+ Domestic finance, Internet and IT
companies were major tenants for
new leases, renewal and relocation.

Shanghai ¢ New Grade-A office supply reached
about 100,000 sgm.

+ Driven by robust leasing demand, the
overall market was active.

Guangzhou ¢ There was no new Grade-A office
supply in the quarter.

+ Grade-A office sales surged about
180% quarter on quarter.

Hong Kong ¢ Grade-A office supply will focus on
decentralised areas in the coming few
years.

Taipei ¢ There was no new Grade-A office
supply in the quarter.
+ Offices in Xinyi remained sought
after by foreign firms and high-tech
companies.

Comments

*

*

98,898 sgm of new prime office
space was provided.

The strata-titled office investment
market remained active.

The 30,000-sgm UOB Building was
completed in Little Lujiazui.

An office tower was sold in core
business district.

The availability of offices for sale
dipped 2% quarter on quarter.

Policy relaxation since 2015 benefited
the office market.

Relocatiion demand remained strong
with tenants moving to larger and
cheapers offices in decentralised
areas.

A huge amount of new Grade-A
offices will come online from now to
2017.

The office sales market is expected to
remain quiet this year.

US$ per sgm
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FIGURE 2
Grade-A office rentals

US$ per sqm 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 Wangjing CCT Center 2 units 363 $2.6 $7,086
Beijing Shijingshan  Financial Street Chang‘an Center 23 units 2,388 $13.8 $5,763
Shanghai Xuhui Evergo Tower En bloc 26,370 $198.8 $7,539
Shanghai Xuhui Magnolia Plaza 15" floor unit 238 $2.0 $8,525
Guangzhou Tianhe R&F Yingkai Plaza High floor unit 220 $1.4 $6,576
Guangzhou Tianhe R&F Yingyao Building High floor unit 360 $2.8 $7,799
Hong Kong Wan Chai Dah Sing Financial Centre En bloc 37,171 $1,286.3 $34,606
Hong Kong Sheung Wan Shun Tak Centre Mid floor unit 238 $5.8 $24,554
Taipei Zhongzheng Tai Chi Building 7™ floor unit 1,636 $9.0 $5,505
Taipei Jhongshan Fon Hui 6t floor unit 409 $4.4 $10,645

TABLE 4

Major leasing transactions

City District Development Floor / Unit Area (sqm) Mont(lﬂgég)ental '}nlfgéh;if:qn;a;l
Beijing Xicheng Witland Iniernational 19" floor unit 608 $69,731 $114.7
Beijing Chaoyang Landgent Centre Tower A/ 11t floor unit 448 $19,182 $42.8
Shanghai Jing'an Enterprise Centre 19-23" floors 9,500 $260,562 $27.4
Shanghai Jing'an Garden Square 29t floor unit 1,000 $60,434 $60.4
Guangzhou Tianhe R&F Yingkai Plaza High floor unit 257 $8,646 $33.6
Guangzhou Tianhe Top Plaza Low floor unit 160 $3,792 $23.7
Hong Kong Central AlA Central Low floor 1,166 n/a n/a
Hong Kong Central Citibank F.’I_Igjvzr_ Citibank Low floor 1,502 n/a n/a
Taipei Xinyi Eihni;‘n'zzngumr?g 11t floor unit 489 $14,243 $29.1
Taipei Xinyi Wal Sin Lih Wa Building 24" floor unit 390 $11,875 $30.4

Note: All transactions are subject to confirmation.

TABLE 5
Outlook (Q2 2016)

City Price
Beijing
Shanghai
Guangzhou

Hong Kong

3R AR T

Taipei

Rental

$atar
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TABLE 6 FIGURE 3
Average prices, rents, vacancy rates and yields rizl Luxury residential prices
. Price Rental Vacancy . US$ per sgm
City (US$ psm) (US$ psm per month) rate Yield 40,000 | m Boiing
Beijing $10,039 $23.2 12.0% 2.8% 9 Shanghai
. B Guangzhou
Shanghai $14,379 $28.2 6.5% 2.7% 35000 | Hong Kong
Guangzhou $6,212 $21.1 n/a 3.4% Taipei
Hong Kong $29,501 $54.2 8.4%0! 2.4% 30,000
Taipei $14,350 $18.2 n/a 1.5%

[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

OUTLOOK

In 2016, abundant supply will push up
Grade-A office vacancy rates and impose
pressure on rental growth in Beijing,

Shanghai and Guangzhou.

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.
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TABLE 7

Supply and demand indicators

City
Beijing

Shanghai

Guangzhou

Hong Kong

Taipei

Indicators

*

*

*

*

*

Three new projects provided 223
luxury homes. The high-end leasing

market had no new supply.

Sales of new luxury homes worth
over RMB70,000 per sgm totalled
186 units, up 63% year on year.

New luxury supply reached

117,000 sgm, up 17% year on year
but plunged quarter on quarter.

Luxury home sales reached

234,626 sgm, up 288% year on

year.

The availability of luxury homes
dropped 9.2% quarter on quarter.

Luxury home sales grew 6%
quarter on quarter.

Sales of luxury homes worth

HK$10 million or above plunged

62% year on year.

There was no new luxury residential

supply in the quarter.

The implementation of the new
capital gain tax and the doubling

of luxury home tax led to low

sentiment in the sales market.

Comments

*

*

*

*

*

About 60 new luxury projects will
complete in 2016.

Demand for high-end properties
increased, thanks to the series of
stimulus policies.

New supply decreased due to project
delay and the low season effect during
Chinese New Year.

Luxury home sales were robust despite
the low season effect, thanks to policy
relaxation.

The market focused on absorbing the
inventories with no new supply in the
quarter.

The market has been recovering since
end 2015.

Both landlords and potential buyers held
a wait-and-attitude amid expectation for
rising interest rates and increasing supply.

Developers announced that they would
not launch luxury units in the second
quarter except projects already under
construction.

Many landlords found it difficult to sell
and shifted to lease out their luxury units.
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FIGURE 4
Luxury residential rentals

US$ per sgm 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 Chaoyang Oceanwide International 27 units 9,024 $122.2 $13,542
Beijing Dongcheng One Central 18 units 4,078 $63.2 $15,491
Shanghai Pudong Tomson Riviera High floor unit 434 $11.1 $25,504
Shanghai Huangpu Lakeville Luxe High floor unit 190 $4.5 $23,554
Shanghai Huangpu Hysun Chairman Low floor unit 171 $2.4 $14,103
Shanghai Minhang Jade 33 High floor unit 217 $2.8 $12,772
Guangzhou Tianhe The Cosmos High floor unit 182 $12.0 $10,083
Guangzhou Tianhe Central Park View Low floor unit 200 $14.0 $10,704
Hong Kong The Peak Mount Nicholson Phase | / House 6 878 $106.8 $121,547
Hong Kong Island South 2 Headland Road House 1,109 $131.2 $118,314
Taipei Zhongzheng Great Humility 3" floor unit 606 $14.9 $24,527
Taipei Jhongshan Yi Hwa International 6t floor unit 552 $7.0 $12,726
TABLE 9
Major leasing transactions
City District Development Floor / Unit Area (sqm) Mont(f::)ég)ental '\(nl_?srgh;ifseé:]a;l
Guangzhou Tianhe Beau Monde Mid floor unit 105 $1,606 $15.3
Guangzhou Tianhe Central Park View High floor unit 200 $3,120 $15.6
Hong Kong The Peak Chelsea Court Garden unit 234 $21,868 $93.5
Hong Kong Happy Valley Leighton Hill Mid floor unit 86 $7,589 $88.5
Hong Kong Island South Redhill Peninsula House 240 $18,652 $77.7
Hong Kong Island South Helene Tower Mid floor unit 135 $10,291 $76.3
Taipei Songshan  'M¢ ReSic(’)er’i‘;‘:‘tlea”da”” 9" floor unit 1,157 $13,508 $11.7
Taipei Songshan Sing-Mei 8" floor unit 290 $2,852 $9.8

Note: All transactions are subject to confirmation.

TABLE 10

Outlook (Q2 2016)

City

Beijing
Shanghai
Guangzhou
Hong Kong
Taipei

Price

2 N NN

Rental

340 VI "Ik &

OUTLOOK

Policy relaxation is expected to benefit the
Mainland residential market in terms of both
sales volume and price growth.
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TABLE 11

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

FIGURE 5
Prime retail prices

City

Beijing
Shanghai
Guangzhou
Hong Kong
Taipei

Price Rental

Vacancy

(US$ psm) (US$ psm per month) rate Yield
$10,790 $190.6 2.9% 5.9%
$34,511 $258.9 8.8% 6.1%
$41,879 $262.0 4.5% 5.0%
$258,779 $622.2 7.3%? 2.5%8
$100,544 $181.7 n/a 21%

[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-2014 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 Indicators

Beijing ¢ There was no new supply in the prime

Shanghai ¢

Guangzhou ¢

Hong Kong *

Taipei .

retail market.

Demand for prime space remained stable
with promotional activities during the
Spring Festival.

No new shopping malls were opened in
the quarter.

Retail sales increased 8.2% year on year
during the Chinese New Year.

Two new shopping malls were opened in
non-core areas.

Retail rents and the vacancy rate remained

stable in the traditional low season.

For the first two months of 2016, the total
retail sales value decreased 13.6% year
on year, mainly due to a decline in visitor
arrivals.

Vacancies rose in alleys along with rising
rents, which started to face downward
pressure.

Comments

*

*

*

*

Abundant new space is expected to be
launched in 2016, most in suburbs.

International brands eyed for prime
areas, while mass-market brands
continued to expand in emerging and
suburban areas.

Some openings were poseponed to the
second quarter.

The perfomrance of physical retail
stores improved in the quarter.

A number of shopping malls will open
in 2016.

Some new shopping malls are located
in core areas, intensifying competition
there.

The decline in footfall in prime streets
resulted in further drops in rents.

Street shop rents remained stable,
supported by demand from
international brands.

US$ per sgm
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Prime retail rentals

US$ per sgm per month
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TABLE 13
Major sales transactions
. N . Area Price Price
City District Development Floor / Unit (sqm) (US$ million) (US$ per sqm)
Beijing Tongzhou Poly Metropolitan 12 units 2,082 $19.9 $9,552
Beijing Haidian Poly Hyde Park 5 units 526 $8.9 $16,862
Shanghai Jing'an Suhe Creek Level 1 unit 178 $3.8 $21,563
Shanghai Minhang Xinhua Redstar Landmark Level 1 unit 116 $1.5 $13,086
Guangzhou Tianhe Xingsheng Road Level 1 unit 40 $1.7 $42,053
Guangzhou Yuexiu Huifu East Road Level 1 unit 37 $1.1 $30,997
) Sun Kwai Hing - .

Hong Kong Kwai Chung Ry TS Ground to 3" floor units 4,668 $64.7 $13,861
Hong Kong Tseung Kwan O The Parkside Shopping arcade 3,946 $65.6 $16,626
Taipei Da'an Section 4, Civic Boulevard Level 1 unit 207 $28.6 $137,982
Taipei Jhongshan  Section 3, I';"c')’;dShehg East Level 1 unit 204 $17.5 $86,060

TABLE 14

Major leasing transactions

. R . Monthly Rental Monthly Rental

City District Development Floor / Unit Area (sgqm) (USS) (US$ per sqm)
Beijing Dongcheng Beijing APM 4t floor 4,000 n/a n/a
Beijing Chaoyang CBD Wanda Plaza Level 1 unit 100 $2,294 $22.9
Shanghai Jing'an Joy City 7t floor unit 1,000 $23,244 $23.2
Shanghai Huangpu Metropolitan Mall Level 1 unit 150 $34,866 $232.4
Guangzhou Tianhe Huasui Road Level 1 unit 240 $25,996 $108.3
Guangzhou Haizhu Jiangnan Avenue middle Level 1 unit 70 $6,270 $89.6
Hong Kong Causeway Bay Ying Kong Mansion Ground floor / unit 1 25 $85,542 $3,372.8
HongKong  MongKok  ©0°685a Ygnghcm' Street  Ground floor / unit 66 21 $51,454 $2,418.5
Taipei Da'an Section 1, Da’an Road Level 1 unit 69 $8,405 $121.9
Taipei Daan  -ane 101, Section 4, Zhongxiao Level 1 unit 141 $9,005 $63.8

East Road

Note: All transactions are subject to confirmation.

TABLE 15
Outlook (Q2 2016)

City Price Rental
Beijing « -«
Shanghai N L
Guangzhou p | o
Hong Kong &« &
Taipei o o

OUTLOOK

With the opening of Disneyland, physical
retail in Shanghai is expected to gradually
pick up. Rents in prime retail areas will

continue to see steady rises, while the
vacancy rate will drop slightly.
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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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