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MAINLAND HOUSING MARKET
CONTINUES TO PICK UP UNDER
FAVOURABLE POLICIES

Prime office

In the third quarter (3Q) of 2015, Chinese
stock market volatility coupled with
growing fears of a slowdown in domestic
economic growth led to a slower pace of
corporate expansion, hence weighting on
Grade-A office rents in major mainland
cities. On the other hand, the People's
Bank of China has actively cut interest
rates and the reserve requirement ratio
since the beginning of this year, aiming to
release liquidity in the financial system and
ultimately to boost the economy. Grade-A
offices prices in Beijing, Shanghai and
Guangzhou rose as investing in such
properties became increasingly attractive
in such a low interest-rate environment.
With the completion of more Grade-A
office buildings in the cities, rents are
expected to face further downward
pressure in the future.

Hong Kong's Grade-A office market
recorded strong performance. With
sustained office demand from mainland
financial institutions but a lack of supply
in core business areas, the vacancy rate
fell sharply and companies had to rent at
higher rental costs. Due to extremely low
availability and high rents in core areas,
some firms shifted to more cost-effective
offices in non-core areas where supply
was abundant. This trend is likely to
continue next year, with further growth in
office rents in core areas.

In Taipei, over 80,000 sgm of Grade-A
office space was added to the market in
3Q. It will take time to absorb the new
supply, resulting in a higher vacancy rate.
However, rents are expected to remain
stable with huge potential office demand
from foreign enterprises.

Luxury residential

In 3Q, the mainland residential market
picked up gradually amid a series of
favourable policies such as cuts in
interest rates and the reserve requirement
ratio, relaxed restrictions on foreign

purchase and eased measures on
housing provident fund loans. Luxury
home prices gained further in first-tier
cities including Beijing, Shanghai and
Guangzhou, where the markets continued
to clear inventories. The favourable
policies will continue to benefit first-tier
cites, but are less effective in lower-tier
cities with high inventory levels and weak
demand.

With Chinese and Hong Kong’s stock
market volatility and concerns over an
interest-rate hike in the US, Hong Kong’s
luxury homebuyers tended to wait and
see, while secondary landlords were also
firm on asking prices, resulting in declines
in home sales, rents and prices in the
luxury market. More residential properties
are scheduled to complete next year,
which will impose further pressure on
luxury home rents and prices.

In Taipei, amid the government’s
regulatory measures, luxury home
transactions declined. Landlords
became more inclined to hold and rent
out their residential assets, leading to
increased leasing supply. Nevertheless,
luxury residential rents and prices
remained stable during Q3. Affected

by the cooling measures, the launch of

a combined property and land tax and
market expectations, the market will
show a trend of polarisation in the future:
premium residences in the downtown
area will have prices remaining firm, while
non-prime luxury homes will experience
downward pressure on prices.

Prime retail

With the growing popularity of online
shopping, the double-digit growth of
overall retail sales did not stimulate the
retail property market. During Q3, prime
retail rents and prices in Beijing and
Shanghai continued to decline, while they
remained stable in Guangzhou. Shopping
centre operators actively introduced
premium brands, improved their tenant
mix and promoted online marketing to

boost foot traffic. Further popularity of
outbound tourism is expected to impose
pressure on the mainland’s retail and
retail property markets.

Visiting Hong Kong became more
expensive with the ongoing strength

of the Hong Kong dollar, leading to a
negative growth in visitor arrivals for

the first eight months of this year. With
China’s anti-corruption campaign,
mainland visitors shifted to mid-end
products, resulting in a deteriorating retail
sector in Hong Kong. With fewer visitors
in prime retail locations, prime retail rents
and prices declined in Q3. The recent
rental corrections are expected to bring
new tenants to and promote diversity in
prime streets.

In Taipei, the entry of international brands
sustained retail rents and prices in prime
shopping areas at stable levels. Because
of the high rents, some stores were sublet
for cost-saving. In the coming year, retail
rents in prime locations are set to remain
firm, but those in non-core areas could
slightly decrease.
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TABLE 1 . FIGURE 1
Average prices, rents, vacancy rates and yields " Grade-A office prices
Price Rental Vacancy USS per sam
City (US$ psm) (USS psm per rate Yield 30,000\ Beijng
month) I Shanghai
Beijing $8,283 $58.2 5.8% 6.4% B Guangzhou
. 25000 | M Hong Kong
Shanghai $8,885 $45.0 5.2% 6.1% ' Taipei
Guangzhou $5,773 $28.3 15.0% 5.9%
Hong Kong $25,835 $73.8 1.7% 2.8% 20,000
Taipei $12,789 $24.5 10.2% 2.3%
[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be 15,000
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.
10,000
TABLE 2 5,000 /_/__—
Supply and demand indicators
City Indicators Comments 0 . . . . . .
2010 2011 2012 2013 2014 2015
Beijing + Two projects were launched, in Beijing ¢ Some landlords offered rental incentives
Financial Street and East Second Ring to retain or attract quality tenants.
respectively. + Domestic finance, high-tech, information
+ They provided about 37,428 sgm of technology and automobile corporations
Grade-A office space. were anchor tenants for new-lettings. FIGURE 2 )
Grade-A office rentals
Shanghai + In the third quarter, 353,632 sgqmof new  * New Grade-A office supply was all

Guangzhou *

Hong Kong *

Taipei .

Grade-A offices was launched.

The vacancy rate increased 2.0
precentage points quarter on quarter
(Q-0-Q) t0 5.2%.

Top Plaza and Clover Phase Il in Pearl
River New City provided about 200,000
sgm of new Grade-A office space.

Grade-A office leasing remained stable,
while the sales volume dropped 40%
Q-0-Q.

With reboust demand from mainland
Chinese companies, the overall vacancy
rate fell to below 2% in the third quarter.

Over 80,000 sgm of Grade-A offices
were supplied, lifting the vacancy rate to
10.2%.

Foreign firms remained the main demand
driver for Grade-A offices in Xinyi District.

*

*

situated in emerging and secondary areas.

Though the absorption capacity
remained stable in CBD, the overall
vacancy rate was lifted by abundant
supply in emerging areas.

The sales market had seen no supply for
some time, resulting in a low inventory
level.

Grade-A office prices and rentals
remained stable in the third quarter.

Most firms opted for renewing their
leases rather than relocation due to a
lack of alternatives.

About 225,000 sgm of new Grade-A
offices were launched during the first
three quarters.

Tenants enjoyed more choices with
increased supply.

US$ per sgm per month
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TABLE 3
Maijor sales transactions
City District Development Floor / Unit Area (sqm) (US; :‘ir::iﬁion) (US$P;::‘esqm)
Beijing Xicheng Financial Street E9 Project 95 units 54,581 $429.8 $7,874
Beijing Xicheng Shouijian Financial Centre 65 units 13,944 $168.6 $12,094
Shanghai Pudong Poly One56 3 floor unit 1,321 $18.0 $13,619
Shanghai Putuo Global Harbour 26t floor 2,316 $20.6 $8,883
Guangzhou Tianhe Poly Clover Plaza High floor unit 117 $0.7 $5,573
Guangzhou Tianhe Top Plaza High floor unit 260 $2.2 $8,567
Hong Kong Admirlty United Centre 34" floor 1,903 $56.6 $29,753
Hong Kong Central World-Wide House 17" floor 1,551 $65.7 $42,353
TABLE 4
Major leasing transactions
City District Development Floor / Unit Area (sqm) Mont(tll-:yégental l\(lld)snst;h;)érseqn;a)l
Beijing Chaoyang Poly International Plaza Tower 1/ 18-25™ floors 15,000 $713,916 $47.6
Beijing Chaoyang Pacific Century Place n/a 7,000 $266,529 $38.1
Shanghai Minhang The Hub Low zone 2 floors 3,000 $83,918 $28.0
Shanghai Zhabei Enterprise Centre Middle zone 3 floors 5,000 $120,572 $24.1
Guangzhou Tianhe R&F Yingkai Plaza High floor unit 170 $5,235 $30.8
Guangzhou Tianhe Sinopec Tower Mid floor unit 60 $1,269 $21.2
Hong Kong  Tsim Sha Tsui '”temaﬁ‘g‘:r']t?:mmeme Mid floor 2,415 n/a n/a
Hong Kong Central The Centre Mid floor 2,378 n/a n/a
Taipei Songshan Aurora 21 Century Building 3" floor units 321 n/a n/a

Note: All transactions are subject to confirmation.

TABLE 5

Outlook (Q4 2015)

City
Beijing
Shanghai
Guangzhou
Hong Kong
Taipei

Price

8 ok 3L VIR VIR

Rental

I Ik A4

OUTLOOK

In the fourth quarter of 2015, as the
mainland financial market stabilises and
spurred by low interest rates, investing

in Grade-A offices in Beijing, Shanghai
and Guangzhou will become increasingly
attractive, which is likely to push up prices.
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TABLE 6

Average prices, rents, vacancy rates and yields

[1112]

FIGURE 3
Luxury residential prices

Price Rental

Vacancy

City (US$ psm) (US$ psm per month) rate Yield
Beijing $10,088 $23.9 12.2% 2.8%
Shanghai $13,244 $29.4 6.3% 2.7%
Guangzhou $6,292 $21.9 n/a 3.6%
Hong Kong $30,924 $57.8 8.4%" 2.3%
Taipei $15,796 $18.8 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 Indicators Comments
Beijing ¢ Four new luxury projects, providing ¢ The luxury leasing market had no new
499 units, were launched for sales. supply.
+ Primary sales of luxury homes over + Futher policy easing, abundant market
RMBB80,000 per sqgm reached 40,261 liquidity and the launch of new projects
sgm. resulted in an active luxury sales market.
Shanghai + New luxury home supply reached + New luxury home supply in Zhabei reached

265,000 sgm, up 55% Q-0-Q and
75% year on year (Y-0-Y).

+ Primary sales grew by a slower rate of
3% Q-0-Q.

Luxury residential supply rose 3.2%
Q-0-Q with only limited new luxury
homes launched.

Guangzhou ¢

+ Luxury home sales surged 80%
Q-0-Q amid favourable policies.
Hong Kong ¢ The primary sector remained the
market focus, while secondary sales
plunged.

Luxury residential projects continued
to be developed in Xinyi and
Zhongshan Districts.

Taipei .

+ Luxury residential sales declined amid
government's market cooling policies.

*

*

*

*

*

67,400 sgm, accounting for 25% of the
total.

With robust sales activity in Zhabei, overall
luxury homes sales in Shanghai remained at
a high level.

New supply is not expected to surge in the
fourth quarter.

Luxury home prices did not rise notably with
inventory remaining at a historic high.

Home prices are not expected to drop
signifiantly even when interest rates are
raised.

A number of new projects are in the pipeline.

A number of landlords withdrew their units
from the sales market and released them
for lease.

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 ':*(l:iﬁion) (US$P;Liesqm)
Beijing Chaoyang Guangqu Jinmao Palace A unit 390 $5.9 $15,255
Beijing Haidian Wanliu House A unit 238 $4.4 $18,331
Shanghai Pudong Ocean One High floor unit 390 $8.5 $21,714
Shanghai Huangpu The Paragon Low floor unit 247 $4.8 $19,372
Guangzhou Tianhe Central Park View High floor unit 260 $3.2 $12,204
Guangzhou Pearl River New City Riviera Mid floor unit 407 $4.4 $10,914
Hong Kong The Peak OPUS HONG KONG Low floor unit 448 $59.3 $132,437
Hong Kong Tsim Sha Tsui The Harbourside High floor duplex 170 $14.8 $87,359
Taipei Zhongshan Karuizawa 5t floor unit 509 $8.6 $16,812
TABLE 9

Major leasing transactions

City District Development Floor / Unit Area (sqm) Monthly Rental Monthly Rental

(US$) (US$ per sgm)
Guangzhou Pearl River New City Riviera High floor unit 244 $4,442 $18.2
Guangzhou Tianhe Central Park View High floor unit 173 $3,649 $21.1
Hong Kong Island South Belgravia Mid floor unit 204 $15,481 $75.8
Hong Kong Mid-Levels Central Dynasty Court High floor unit 141 $10,772 $76.3
Taipei Songshan Wen Hua Yuan 12 floor unit 1,107 $13,984 $12.6
Taipei Zhongshan Jut Land Symphony 10" floor unit 466 $6,215 $13.3

Note: All transactions are subject to confirmation.

TABLE 10
Outlook (Q4 2015)

OUTLOOK

! The favourable policies will continue to
City Price Rental benefit first-tier cites, but are less effective

Beijing P | ~ in lower-tier cities with high inventory levels
. and weak demand.

Shanghai P )

Guangzhou - )"

Hong Kong p )

Taipei Y] -«
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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
$11,246 $199.9 2.7% 5.7%
$35,378 $266.7 7.6% 6.4%
$42,932 $271.0 4.2% 5.3%
$281,748 $705.3 7.3%"7 2.4%"0
$104,085 $188.0 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-2014 overall vacancy rate supplied by Rating and Valutation Department, HKSAR.

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

Supply and demand indicators

TABLE 12

City

Beijing .
Shanghai .

Guangzhou *

Hong Kong ¢

Taipei .

Indicators

There was no new supply.

Demand for experiential retail space
remained stable.

Softly or officially opened retail malls in the
quarter included Crystal Galleria, The Hub
Mall in Honggiao CBD, Jinshan Wanda
and Songjiang Dream Plaza.

The overall vacancy rate dropped 1.1
percentage points to 7.6% with new
stores opened after trade adjustments.

Greenland Center in Baiyun New Town,
Baiyun District soft opened, providing
about 40,000 sgm of retail space.

The rapid development of online shopping
lited the vacancy rate of traditional
shopping streets, which faced high rental
pressure.

For the first eight months of 2015, the
retail sales value decreased 2.2%, while
the visitor arrivals decreased 0.1%, Y-o-Y.

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

Some tenants sub-leased their retail
space to share the high rental costs.

Comments

+ Topwin Centre in the Sanlitun business
area will open in the fourth quarter.

+ Prime shopping centre rents dropped
as experiential shopping retailers had
lower rental affordability.

¢ The total space of newly opened retail
malls reached 465,600 sgm

+ Both luxury and affordable luxury
retailers adopted a cautious attitude
towards expansion.

+ The launch of a number of shopping
malls was delayed to the fourth quarter.

+ New shopping centres, with satisfactory
pre-leasing performances, are not
expected to impose notable pressure
on market rents and vacancy rates.

+ The retail business environment
continued to deteriorate with declines in
footfall in prime shopping streets.

+ Zhongxiao East Road will have no new
supply in the near future.

¢ Zhongxiao East Road remained sought
after by international retailers.

US$ per sqm
350,000 I Shanghai
B Guangzhou
B Hong Kong
300,000 Taipei
250,000
200,000
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50,000 e
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FIGURE 6

Prime retail rentals

US$ per sqm 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 R & F Shangyueju A unit 168 $1.0 $6,091
Beijing Fangshan KWG Lingfeng 3 units 188 $0.8 $4,321
Shanghai Hongkou Plot 8 Rainbow City Level 1 unit 242 $2.0 $8,289
Shanghai Zhabei Suhe Creek Level 1 unit 107 $2.4 $22,452
Guangzhou Yuexiu Zhong Lv Commercial City Basement 2 unit 7 $0.1 $10,652
Guangzhou Yuexiu Huifu East Road Level 1 unit 39 $1.0 $25,628
Hong Kong Wan Chai Pak Ling Building Ground floor / units 1-4 114 $21.2 $185,717
Hong Kong Wan Chai Cheung Lok Mansion Ground floor / unit C 50 $9.3 $186,881
HongKong  MongKok  © M°”9C';‘r’1't‘r§h°pp'“g Ground floor / unit 32 13 $4.5 $349,656
Hong Kong  Tsim Sha Tsui Mirador Mansion Ground floor / units 27-28 144 $16.0 $110,805

TABLE 14
Major leasing transactions

. R . Monthly Rental Monthly Rental
City District Development Floor / Unit Area (sqm) (US$) (US$ per sqm)
Beijing Chaoyang Sinoocean We-life Plaza Level 2 unit 150 $11,033 $73.6
Beijing Chaoyang Beijing Longfor Paradise Walk Basement 2 unit 112 $7,996 $71.4
Shanghai Huangpu Metropolitan Mall Level 1 unit 270 $32,555 $120.6
Shanghai Jing'an Jing'an Kerry Centre Basement 1 unit 90 $19,533 $217.0
Guangzhou Yuexiu Wenming Road Level 1 unit 80 $6,029 $75.4
Guangzhou Yuexiu Zhongshan Third Road Level 1 unit 155 $8,884 $57.3
Hong Kong  Tsim Sha Tsui Hankow Centre Arcade Ground floor / unit 16 35 $70,954 $2,047.6
Hong Kong Causeway Bay Hennessy Apartments Ground floor / unit 11 20 $18,938 $926.6
Taipei Da'an SEBion égggg’“a" = Level 1 unit 102 $17,001 $168.0
Taipei Da'an Section 4, gggggxm Bast Level 1 unit 84 $12,430 $147.5

Note: All transactions are subject to confirmation.

TABLE 15 OUTLOOK
Outlook (Q4 2015) . .
Changing consumption pattern and the
City Price Rental | increasing popularity of outbound tourism
Beijing « « T | : " Yvill reshape the retail market Itandscape
in Greater China. Further declines are
Shanghai o « . . o
expected on prime retail rents in first-tier
Guangzhou , ” cities.
Hong Kong ] \
Taipei -« L
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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
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