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RETAIL SECTOR TO CONTINUE
OUTPERFORMING IN 2013

While tightening policies continued to
overhang residential markets in Greater
China in 2012, the retail sector remained
robust and outperformed in most major
cities. This trend is unlikely to reverse in
2013 and both retail prices and rents are
set to be driven up by strong demand from
international retailers and investors.

Beijing

2012 was the second year since the
Mainland government had implemented
restriction policies on home-buying. In
Beijing, however, from the second half
of 2012, sales rebounded due to strong
demand from first-time homebuyers and
upgraders. The transacted area of primary
residential properties (excluding welfare
housing) grew 31.8% to 11.2 million sq
m in 2012, signaling market recovery
from 2011’s slump. The average primary
home price dipped a year-on-year 2.8%
to RMB20,797 per sq m at the end of
2012, due to the increased proportion

of transactions located outside the

Fifth Ring. On 16 December, a stringent
policy was announced in Beijing to
confirm that non-locals with deferred
payment of social insurance were also not
qualified for home purchase, indicating
the government’s determination on real
estate market control.

Grade-A office rentals in Beijing had
almost doubled in the past three years,
forcing some tenants to relocate their
offices to non-core business districts.

By the end of 2012, the vacancy rate of
Grade-A offices in Beijing slightly dipped
year-on-year to 3.8%. Grade-A office
rentals increased 23.2% in 2012, reaching
RMB396 per sq m per month. However, the
average rental edged up only 0.4% in the

fourth quarter of 2012, signaling rentals
were approaching a mid-term peak.

... demand for prime
retail space was strong
... rents grew 3.6% year
onyearin 2012.

With the launch of Olympic Park Mall
(240,000 sg m) and Charter Shopping
Center Beijing (340,000 sq m), total
retail supply in 2012 reached 907,000

sq m, the highest level in the past five
years. Meanwhile, demand for prime
retail space was strong. The vacancy rate
increased about two percentage points
and rents grew 3.6% year on year in 2012.

Shanghai

In the office market, with an increasing
number of multinational corporations
seeking to establish a presence in
Shanghai, there was increased pressure
on many firms to relocate due to rising
rents in 2012. Many firms chose to relocate
to non-CBD areas for lower rentals,
abundant supply of land and favourable
tax incentives offered by the government
to a range of business sectors including
manufacturing, logistics and trading.

Shanghai’s commercial real estate
investment market remained active last
year. Though the total transaction volume
was lower than the previous year, the
market witnessed a number of en-bloc
office transactions in 2012. Alibaba
(1688.HK) and Alipay jointly signed an
agreement to buy Pudong Financial
Plaza Building 2, an office tower under
construction, at a total consideration
of RMB3.0 billion or a unit price of

RMB63,800 per sqg m. SOHO China (0410.
HK) continued to extend their portfolio

in Shanghai. In April, they acquired a
commercial project in Tianshan Road from
Greentown Group (3900.HK), at a total
price of RMB2.138 billion. This is SOHO
China’s 11th project in Shanghai.

Office buyers, in particular firms from

the finance, insurance and real estate
industries, also showed great interest in
acquiring whole-floor office space, mostly
for self-occupation. In October 2012, five
floors in Oriental Finance Plaza Building A
in Pudong Lujiazui, with a total gross floor
area of 11,883 sq m, were sold to Cathay
Life Insurance at a total consideration of
RMB679 million or RMB57,100 per sq m.

Restrictions on home purchase were
further tightened during 2012, but the
luxury residential sales market in Shanghai
remained active, with increases in both
transaction volume and sales prices over
2012. Luxury sales amounted to only
about 85,000 sq m in the first and fourth
quarters respectively due to the holiday
effect. The figures reached 130,000 sq

m and 120,000 sq m in the second and
third quarters respectively, boosted by
the launch of new luxury projects in the
Lujiazui Riverside area, such as Shanghai
Arch of Sun Hung Kai Properties (0016.HK)
and Ocean One of COFCO (000031.57).
The lower-than-expected prices and the
high building quality of the new projects

... The average ground-
floorrentin core

retail areas reached
RMB 1,663 per sq m per
month...
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were two major drivers in stimulating the
luxury home market.

New shopping centre retail supply in 2012
reached 584,300 sq m, a decrease of
11.5% compared with 2011. Prime retail
rents in Shanghai continued to increase.
The average ground-floor rent in core
retail areas reached RMB1, 663 per sq

m per month, a year-on-year increase of
11.6%. The retail real estate investment
market was active last year. A major
en-bloc deal was Macquarie’s (MQG:ASX)
acquisition of Plaza 353 from Gaw Capital
at a total consideration of RMB2.4 billion.

Guangzhou

Investment activities were fairly robust

in Guangzhou’s prime office market in
2012. Over the past year, total transacted
area surged 50% year on year and capital
values of individual office buildings
exceeded RMB50,000 per sq m. In the
second quarter of 2012, Poly Zhongda
Plaza in Pearl River New City, totaling
45,000 sg m, was sold to GAC Group
(601238.SH) for RMB1.4 billion.

... Guangzhou’s
residential market saw
significant improvement
in the second half of
2012...

Despite the central government’s
continued home purchase restrictions
and the local government’s further
control on the pre-sale and transactions
of luxury homes, the residential market
saw significant improvement in the
second half of 2012. Residential sales
volume grew 38% year on year over
2012, with transacted area reaching over
800,000 sg m in some months. At the
end of 2012, the city would take 25.6
months to absorb all the available units,
down 20% compared with the beginning
of the year. Residential prices rebounded
in the second half of 2012, following a

drop in the first quarter. In 2012, home
prices rose 11% year on year.

In April, a major retail property
transaction was registered. The podium
of China Overseas Oak International in
Haizhu District, covering 76,000 sq m of
space, was sold for RMB1.8 billion.

In the land market, the local government
announced a new tightening measure

on land sales in late 2012. The premium
for residential land is capped at 145% of
the reserve price. Land of which prices
are bid up to levels exceeding this cap
will go to buyers who allocate the most
space to the building of public housing
or car-parking space. A major transaction
for commercial land was recorded in June,
when Evergrande Real Estate Group (3333.
HK) bought a 44,000-sg-m site in Pearl
River New City for an accommodation
value of RMB33,000 per sq m. Virtually,
no new residential plots were put up for
sale in traditional urban areas last year,
with most residential plots released
clustering in Luo Gang District as well as
the suburban areas and satellite towns in
Conghua and Zengcheng.

Hong Kong

The Grade-A office sales market
continued to grow throughout the year,
amidst the successive tightening policies
implemented by the government on
the residential sector, which attracted
investors to shift to non-domestic
property sectors. On the leasing front,
weak demand from the financial sector
led to greater availability of space and
flexibility of rents in core areas, while
strong relocation demand for cheaper
business space kept vacancies low and
rents firm in non-core areas.

Favourable factors in the residential
market such as sustainable demand,
limited supply and low interest rates
contributed to positive market sentiment
in the sector in the first three quarters

of 2012. After the announcement of

the implementation of the third round

of Quantitative Easing (QE3) by the

US Federal Reserve in September, the

Hong Kong Monetary Authority required
banks to further tighten the underwriting
criteria for mortgage loans to borrowers
with mortgages on multiple properties
to reduce credit risk. Furthermore, in
October, the Hong Kong Government
introduced a new Buyer’s Stamp Duty

as well as extended and intensified the
existing Special Stamp Duty. Home sales
recorded a drop of 3.7% year on year over
2012, according to the Land Registry.
However, prices in the mass residential
sectorin Hong Kong grew 23.6% over
2012, while luxury home prices grew
2.7%. With slower business expansion
and weaker demand from expatriates,
rents of luxury residential units dropped
by 6.7% in 2012.

Hong Kong’s retail market outperformed
in the past year. Retail sales continued to
see positive growth in 2012, supported
by a favourable employment environment
and increased visitor arrivals.
International and Mainland retailers
continued to expand in Hong Kong,
driving up rents in prime retail districts
by around 10% over 2012, given the tight
supply of prime retail space in the areas.

... several Ginza-type
building en-bloc
transactions were
reported during the last
two months of 2012...

Spurred by the implementation of QE3 in
the US and tightening measures in the
local residential market, the total value
of retail property sales transactions hit a
record since 1997 at about HK$85 billion
in 2012. The capital values of prime
retail space in Hong Kong surged more
than 30% to HK$212,875 per sq ft. Most
notably, several Ginza-type building en-
bloc transactions were reported during
the last two months of 2012.
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2013 OUTLOOK

Four new subway lines were launched
in Beijing on 30 December 2012,
spanning over 70 km. The expansion

of the subway network will promote

the development of the economy and
the real estate market in Beijing. With
limited Grade-A office supply, the
vacancy rate is expected to remain

low and rentals will stay at relatively
high levels in 2013. Due to strong
demand from first-time homebuyers
and upgraders, the transaction volume
of primary homes will continue to go up
in 2013, but their prices are not likely
to rise significantly due to continued
cooling measures. Rents in the prime
retail market will grow further and yields
will remain stable in 2013 amid steady
growth in Beijing’s economy.

During 2013-2014, Shanghai’s Grade-A
office rentals are set to decrease

amid abundant supply, with landlords
offering additional lease incentives,
longer lease terms and generally more
flexibility in favour of occupants. The
Honggiao CBD, the Post-EXPO area and
Xuhui Binjiang will be the key areas for
development in the next three years,
bringing more than 2.0 million sq m

of new office space to the market.
Non-CBD areas will play a significant
role in attracting office tenants to the
decentralised locations. Due to the
growing number of expatriates entering
Shanghai, luxury residential rents are
set to remain stable in 2013. In the
residential sales market, continued
credit tightening policies will induce a
shortage of liquidity, forcing developers
to offer discounts in order to ease the
tight financial situation. The average
luxury home price is predicted to
decline by 5% in 2013. Prime retail rents
will continue with their upward trend
with a year-on-year growth of about

10-12% in 2013. Supported by investors’
strong interest in commercial real
estate, retail prices are set to stay firm.
The retail market will see an increase in
large-scale transactions.

Grade-A office rents in Guangzhou

are expected to see limited upward
movement due to the increase in the
supply and stock of prime office space.
Meanwhile, the shortage of prime office
space available for sale is expected to
induce positive growth of their capital
values, resulting in decreased yields.
Housing prices in Guangzhou are
expected to see gradual rises. Home
sales are set to remain stable, with the
majority of transactions focusing on
urban areas. In 2013, China’s economy
is set to improve, which will stimulate
consumption and thus boost the retail
property market. Most new shopping
malls will be located in non-traditional
business districts such as Panyu, which
will attract foot flow from traditional
central districts and suppress the
growth of rentals in core areas.

In Hong Kong, Grade-A office leasing
demand in core areas is expected to
remain soft with a slow economy. We

expect Central office rents to decrease
at most 5% in 2013, a smaller drop
compared with 2012. Grade-A office
rents in non-core districts could rise
about 5%, with Kowloon East likely to
see a 10-15% growth. The rental gap
between core and non-core locations
will continue to shrink. With cooling
measures, we expect residential
transaction volume to drop 10-15%

in 2013. However, continual positive
factors such as low interest rates and
limited supply will keep home prices
stable over 2013, with mild upward

or downward movements of less than
5%. Based on sustained supply and
demand, home rents are set to increase
10-15% next year. Given the limited
supply of prime retail space, retail
properties are expected to continue
outperforming other sectors, supported
by robust visitor arrivals. Competition
for prime retail space would remain
fierce due to the continual expansion of
international retailers. Meanwhile, the
retail market would continue to witness
active transactions of commercial
properties. We expect rents of prime
retail premises to see a 10-15% growth
in 2013.

Table 1
2013 Forecast

Residential
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Guangzhou
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