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KEY FINDINGS

The Asia-Pacific economy
continues to face the challenge
of market distortions from central
bank policies around the world,
as the U.S. recovers, China slows
and Japan and the E.U. continue
stimulus measures (pages 2-3)

Real estate occupier markets saw
activity remain steady, with both
office and retail sectors showing
some rental growth over the first
half of 2014 (pages 4-7)

Investment volumes (excluding
land sales) decreased in the first
half of 2014, with Japan and
Australia remaining the most
active markets for both domestic
and foreign capital (page 8-10)

We consider the impact on the
key markets in Asia Pacific of
arise in global interest rates in
2015 (page 11)

ECONOMIC SNAPSHOT

U.S. recovering, China slowing

Recent data shows growth momentum
building in the U.S. After an exceptionally
cold winter chilled the economy into
contraction in Q1 2014, GDP growth
rebounded strongly and hit an impressive
4.2% (quarter-on-quarter, seasonally
adjusted annual rate; hereinafter q/q saar)
in Q2. In addition, both manufacturing
and services Purchasing Managers
Indices have soared. In particular, the
latter reached 59.6 in August this year,
the highest level since its inception

in January 2008, indicating that the
momentum is well rooted since the
services industry constitutes four fifths of
the U.S. economy.

This bodes well for Asian economies,
many of which have close trade ties
with the U.S. In particular, with capacity
utilisation returning to its pre-crisis

level, corporate investment will increase
(see fig. 1). In fact, gross fixed capital
formation jumped 8.2% q/q saar in Q2
2014. Countries which export machinery
or electrical products to the U.S. such as
China, Japan, South Korea and Taiwan
stand to benefit the most (see fig. 3).

Meanwhile, there are numerous
concerns in China. According to the
National Bureau of Statistics’ survey
of 70 medium- and larger-sized cities,
the unweighted average price of newly
constructed commercial residential
buildings (which exclude affordable
housing) has been sliding month-on-

FIGURE 1
Capacity Utilisation
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Source: U.S. Federal Reserve, Knight Frank Research

month since May 2014 at an increasing
pace. In July, 64 out of the 70 cities
experienced falling prices. This trend is
set to stay as self-fulfilling expectation
of lower prices in the future dampens
current demand and forces credit-
squeezed developers to offer discounts
to shift inventories. This reflects part

of the massive overcapacity issue.

The vicious cycle between the cooling
real estate industry and the economic
slowdown will weigh on China’s growth
for some time to come. However, we
expect the government to continue to
ramp up public investment to prevent a
drastic slowdown in GDP growth.

FIGURE 2

Real GDP Growth Per Annum (%)
IMF World Economic Outlook Database April 2014
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FIGURE 3
Export Exposure

China, Japan and U.S. key desitnations for Asia Pacific exports

50%

45%
40%

35%

30% -
25% -
20% -
15% —
10% —

5%

0% —

Australia  Cambodia China Hong Kong

= U.S. share of exports

Source: The Atlas, Knight Frank Research

Many economies in Asia-Pacific will
continue to be affected by the easing

of China’s growth. In terms of trade,
Hong Kong, Taiwan, Australia and South
Korea are among the most exposed to
China. In terms of tourism, again Hong
Kong, Taiwan and South Korea will be
among the hardest hit as Chinese tourists
account for more than a quarter of the
total visitor arrivals.

The world’s third largest economy,
Japan, is unlikely to provide much lift to
the region in the near term. Retail sales
have yet to show convincing signs of
recovery four months after the increase
in sales tax. With the Yen set to remain
weak or weaken as the loose monetary
policy continues or even expands, import
volumes are unlikely to pick up.

On balance, economic prospects for
Asia-Pacific as a whole should gradually
improve, although each country’s
performance may differ.

Interest rate hike
could come earlier
than expected

A further implication of faster growth in
the U.S. is that the Federal Reserve could
increase interest rates earlier than many
expect. It is true that the job market still
exhibits weaknesses: in July, the labour
force participation rate came in at 62.9%,
considerably lower than the pre-crisis 10-
year average of 66.6%. Moreover, among
the jobless, 32.9% were long-term
unemployed, almost twice as high as the
pre-crisis level. With the government’s

® machinery/electrical share of exports to U.S.

India Indonesia Japan MalayS|a

Zealand

inaction on the fiscal front, many expect
the central bank to continue with its loose
monetary policy.

However, the multi-year high capacity
utilisation rate will lead firms to boost
their capital expenditure, thus creating
jobs at a faster pace. And they have other
good reasons to do so. According to
Conference Board, consumer confidence
has been rising and hit the highest level
since October 2007 in August. Even

the housing market which has worried
economists appears to have turned the
corner and begun trending upwards

(see fig 4). Additionally, in August, the
sales of new vehicles — another category
of consumer durables — also hit the
highest level in more than eight years.
Hence, there is a good chance that

the job market will improve faster than

Slngapore

B China share of exports

S. Korea Taiwan Thailand Vietnam

Japan share of exports

anticipated, prompting an earlier-than-
expected rate hike.

This could cause a correction in asset
valuations. At risk are countries which
have seen skyrocketing property

prices and households overstretching
themselves. The negative wealth effect
will also affect economic growth.
Furthermore, Asian currencies could also
depreciate as capital flows out, posing

a risk to the returns of foreign investors
(see page 11).

This represents probably the greatest
risk to our regional outlook. However, the
impacts could be mitigated by the newly
announced purchase of asset-backed
securities and covered bonds in Euro
zone and the ongoing quantitative easing
in Japan.

FIGURE 4

U.S. Housing Market
2011 -2014

60%

50%

40%
30%
20%
10%

0%

-10% &

-20%

-30%

-40%

Source: U.S. Census Bureau, Knight Frank Research

year-on-year change in new home sales s.a.

——_year-on-year change in housing starts s.a.



“Singapore
continued to benefit
from a combination
of healthy demand,
as indicated by
robust leasing
inquiries, and a tight
supply pipeline,
which continued

to propel rents
upwards.”

REAL ESTATE

OCCUPIER MARKETS

Office | Low volatility on show in Asia-Pacific prime

office rental markets.

Knight Frank Prime Office Rental Index
grew just 0.6% in H1 2014 despite a
61.8% increase in net absorption as
compared to the preceding six months
and a 0.8-percentage-point decline in
vacancy rate.

In Beijing, rents have finally begun to
improve, although they were still lower
than the level seen at the end of last
year. However, strong demand by
domestic firms, as reflected by large net
absorption, did send the vacancy rate
to a historical low of 3.0%. Meanwhile,
with no new supply in H1 2014, rents

in Guangzhou inched upward and its
vacancy rate dropped. Shanghai is
moving at two speeds: rents slid 6.3%
during H1 2014 in Puxi but climbed 5.9%
in Pudong, widening the gap to US$

5.4 per sq m per month, as the vacancy
rate in the latter reached a record low of
0.6%, 5.3 percentage points lower than
that in the former.

In Hong Kong, while demand from MNCs
in the financial sector eased, Chinese
tenants are picking up the slack. Overall,
rents were steady.

Singapore continued to benefit from

a combination of healthy demand, as
indicated by robust leasing inquiries, and
a tight supply pipeline, which continued
to propel rents upwards. This is despite
the continued decentralisation of a
number of tenants, led by the public
sector.

Seoul has also witnessed significant
pressure from decentralisation, although
the outcome was quite different. While
empty spaces arising from the relocation
of government offices from CBD to
other provinces were quickly filled up

by the private sector, the Gangnam
Business District (GBD) saw its vacancy
rate increase as IT firms moved out and
consolidated their operations in the city
fringe. On the whole, rents fell.

Driven by decent domestic demand

and reduced total stock in H1 2014,
rental recovery appeared to be taking
root in Sydney. As incentives stayed

flat, net effective rents finally registered
growth after falling for one and a half
years. Melbourne experienced a nascent
revival in demand but net effective rents
have yet to turn the corner. Brisbane

FIGURE 5

Asia Pacific Prime Office Rental Cycle
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Source: Knight Frank Research
The diagram does not constitute a forecast and is intended only as an indicative guide to current rental levels.
Rents may not necessarily move through all stages of the cycle chronologically.
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FIGURE 6 @ Increase
Asia-Pacific Prime Office Rents No Change
Q4 2013 - Q2 2014 Decrease

City Submarket Prime Net Headline Rent Local Measurement” US$/sqgm/mth GcnI:;';Z;/n nef(ct’(lezt:ﬁqstths
Brisbane CBD 544.0 AUD/sq m/annum (Net Floor Area) 42.8 -0.2%
Melbourne CBD 486.0 AUD/sq m/annum (Net Floor Area) 38.2 0.2%
Perth CBD 684.0 AUD/sq m/annum (Net Floor Area) 53.8 -2.4% 0
Sydney CBD 776.0 AUD/sg m/annum (Net Floor Area) 61.0 1.7% @
Phnom Penh City Centre 21.3 USD/sq m/month (Net Floor Area) 21.3 23.1% G
Beijing Various 378.7 RMB/sg m/month (Net Floor Area) 61.5 -0.7% 0
Guangzhou CBD 177.7 RMB/sg m/month (Gross Floor Area) 28.9 0.9% 0
Shanghai Puxi, Pudong 270.6 RMB/sg m/month (Gross Floor Area) 44.0 -2.7% 0
Hong Kong Central 120.0 HKD/sq ft/month (Net Floor Area) 166.7 3.0% 0
Bangalore CBD 1,080.0 INR/sq ft/annum (Gross Floor Area) 16.2 0.0%
Mumbai BKC 3,000.0 INR/sq ft/annum (Gross Floor Area) 44.9 -1.1%
New Delhi Connaught Place 3,175.0 INR/sq ft/annum (Gross Floor Area) 47.5 -0.2%
Jakarta CBD 6,299,904.0 IDR/sq m/annum (Semi-Gross Floor Area) 43.8 0.5% 0
Tokyo* Central 3 Wards 28,503.0 JPY/Tsubo/month (Net Floor Area) 85.0 2.6% 0
Kuala Lumpur City Centre 4.9 MYR/sq ft/month (Net Floor Area) 16.3 21%
Singapore Raffles Place, Marina Bay 9.8 SGD/sq ft/month (Net Floor Area) 84.8 4.5% 0
Seoul CBD 30,350.0 KRW/sg m/month (Gross Floor Area) 30.0 -2.4% 0
Bangkok CBD 700.8 THB/sq m/month (Gross Floor Area) 21.6 0.1% O
Hanoi Hoan Kiem District 27.2 USD/sq m/month (Net Floor Area) 27.2 -9.0% 0
Ho Chi Minh City District 1 32.0 USD/sq m/month (Net Floor Area) 32.0 3.2% 0

Source: Knight Frank Research / *Sanko Estate

rents in secondary office buildings; and
the Bangkok office market remained
stable as strong net increase in stock
was met with a high take-up rate. In the
twelve months to the end of June 2014,
office stock expanded by only 8.8% in
Ho Chi Minh City but swelled by 52.0%
in Hanoi; consequently, while the former
enjoyed positive rental growth, the latter
continued to see rents decline.

and Perth, on the other hand, still saw
negative net absorption, although
demand has begun to stabilise in the
former.

In India, the surge in business confidence
resulting from the change in government
has yet to translate into rental
improvement, although net absorption in
Bengaluru did soar in the second quarter
to the highest level in seven years due

to robust demand stemming from the
emergence of newer sectors besides the
IT industry. Across the Indian Ocean in
Indonesia, the formation of the Golkar
coalition which captured the majority of
the parliamentary seats dimmed hopes
that Joko Widodo and his Indonesian
Democratic Party — Struggle will be

able to introduce effective reforms. As
businesses took a wait-and-see attitude
before the July presidential election, rents 140 RS /_/~

Moving forward, we expect rents in 14
cities out of the 20 tracked to either
remain steady or increase, which is in line
with our previous forecasts.

“Moving forward,
we expect rents in
14 cities out of the
20 tracked to either
remain steady or
iIncrease, which is in

FIGURE 7
Asia Pacific Prime Office
Rental Index
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“While we continue
to believe in the
long-term rise in
purchasing power...
in emerging Asian
economies... we
note that retail sales
have lost steam...”

Retail | Knight Frank’s Prime Shopping Centre Index
increases amidst mixed retail sales performance
8.8% and 9.1% recorded in the same

period last year. Singapore, like Hong
Kong, even experienced a contraction.

Knight Frank’s Prime Shopping Centre
Index rose 0.7% over the first half of
2014. This represents an increase in
momentum when compared with the
0.3% growth in the preceding six months
and the 0.4% in the same period last
year.

In contrast, the states of Victoria and
New South Wales saw growths in retail
sales accelerating to 6.2% and 8.0%
from 1.0% and 3.9% respectively. As
such, rents in Melbourne and Sydney are
beginning to stabilise.

After slipping for four and a half years,
retail rents in Ho Chi Minh City finally
appeared to have bottomed out.
Supported by robust net absorption
over the twelve months ending June
2014, the vacancy rate fell to a four-year
low. In Hong Kong, monthly retail sales e
have been falling year-on-year since - ——
February this year, as the annual growth
in monthly tourist arrivals decelerates and
the ongoing clampdown on corruption in
China sends conspicuous consumption
by Mainland visitors plunging.
Nonetheless, with mid-end retailers
taking up the slack from luxury brands,
Hong Kong managed to register healthy
rental growth.
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While we continue to believe in the long-
term rise in the purchasing power and
hence consumption in emerging Asian
economies, we note that retail sales have
lost steam in several other markets as
well. Retail sales in H1 2014 grew 7.5%
and 7.6% year-on-year in Beijing and
Shanghai respectively, slower than the

FIGURE 8
Asia Pacific Prime Shopping Centre Rental Cycle
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Source: Knight Frank Research
The diagram does not constitute a forecast and is intended only as an indicative guide to current rental levels.
Rents may not necessarily move through all stages of the cycle chronologically.
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FIGURE 9
Asia-Pacific Prime Shopping Centre Rents .

City Prime Net Headline Rent Local Measurement” US$/sqm/mth 6 mths % change Chang l ng
Brisbane 1,450 AUD/sq m/annum 114.1 0.0% Consum ption Pattern
Melbourne 2,950 AUD/sg m/annum 232.0 0.0% o
Sydney 3,050 AUD/sq m/annum 239.9 0.0% Changlng Real EState
Beijing 43 RMB/sq m/day 214.1 1.5% I_andscape
Guangzhou 19 RMB/sq m/day 92.3 0.4% .
Shanghai 58 RMB/sq m/day 286.6 0.7% I 2012, Clniz su.rpassec'j e UL,
Hong Kong 1,082 HK$/sq ft/month 1,501.9 3.0% .as LDl (_)n“ne retalll r.narket
Bangalore* 4,790 INR/sq ft/annum 69.6 = In. t_he TieTie) WD €2 hltltlng ke
Mumbai* 5,900 INR/sq ft/annum 85.7 - LoD WA, U2 .a SAERETIITE) Araie)s
New Delhi* 5,400 INR/sq ft/annum 78.4 - ey 291 2 {Eegii, Vi), Cemsuim:
Jakarta* 7,589,851 IDR/sq m/annum 51.9 - PmteCtlon I, recgntly passec! L
Kuala Lumpur 1,434 MYR/sq m/annum 37.2 0.7% IMEREEEe [PUTEr ?onflden.ce’ AEY
Singapore 4,128 SGD/sg m/annum 275.4 0.9% lig GBI E il U [ 2004wl
Ho Chi Minh City 60 USD/sq m/month 60.0 1.7% Syl

As e-commerce captures a larger
pie of the retail market, this rapid
change is already having significant
ramifications on the real estate
landscape, more specifically on

the demand for bricks-and-mortar

Source: Knight Frank Research
*Q4 2013 data

FIGURE 10
Asia Pacific Prime Shopping Centre Rental Index

130 8% shopping centres and logistics
125 6% warehouses.

/_/
120 4% Investors and developers are also
187 2% looking closely at the significant
107 0% supply pipeline of shopping centres
105 7 2% across China, especially the number
100 -4% of mega malls (those with Gross

6% Floor Areas in excess of 100,000 sq
m). Although it is too early to predict
their demise, the confluence of these

Source: Knight Frank Research factors from both the demand and

supply sides means that developers

and operators of shopping centres
have to think harder about how to

5
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I 6-monthly % change (RHS) Prime Shopping Centre Rental Index (LHS)

FIGL.JRE o . FIGURE 12 innovate and attract consumers.
China Online Retail Sales Warehouse Stock (sq m) per The need to eNgage consUMers
In billion Yuan US$1m Online Retail Sales , engag '
End of 2013 with entertainment, F&B and
3000 performances for instance, requires
/ 3000 malls not only to be well located, but
2500 also well run, to succeed alongside
/ 2500 e-commerce. In fact, shopping
2000 2000 centres have been altering their
/ tenant mix to stay relevant.
1500 1500
/ Another consequence of the growth
000 in e-commerce is increased demand
1000
/ for logistics warehousing, viewed as
500 500 a weak link in the Chinese supply
/ - chain (see fig. 12).
0 : :
2009 2010 2011 2012 2013 2014(F) China us. This provides opportunities in the

logistics market going forward
Source: China Association of Warehouse and . | .
Source: China Electronic Commerce Research Storage, China Electronic Commerce Research ar?und Tier 1, Tier 2 and even Tier 3
Center, Knight Frank Research Center, Newmark Grubb Knight Frank cities.



REAL ESTATE INVESTMENT MARKETS

Japan and Australia see most liquidity as India records investment uptick

Investment volumes (excluding land
sales) recorded in the first half of 2014
stood at US$ 56.5 billion, down 20.6%
from the second half of 2013, and 14.3%
from the same period of last year.

Japan remains the most active market,
although volumes in the first half of 2014
were down 10.3% on the same period
of last year. J-REITs were significant
purchasers during the period, with seven
public offerings from existing REITs

also raising significant new equity for
the sector. Foreign investors have also
become more active, with groups such
as LaSalle Investment Management, AXA
and Union Investment buying over the
period while GIC is rumoured to be close
to completing a deal for Pacific Century
Place, Maranouchi.

Strong competition for the limited
amount of prime stock is pushing

foreign investors to look increasingly
outside of centrally located core assets.
Competition from domestic capital could
be increased still further as the planned
changes in the benchmark portfolio
allocation at the ¥120 trillion Government

Pension Investment Fund (GPIF), means
that they could start to look at real estate
at home or abroad.

Australia continued to see a significant
amount of interest from domestic

and foreign groups, with equity and

debt markets providing ample capital

for the sector. The Canada Pension

Plan Investment Board (CPPIB) and
Australian office landlord Dexus Property
Group’s joint acquisition of Australia’s
Commonwealth Property Office fund was
largely responsible for the huge pick-up

seen in the country in the second quarter.

Other significant recent deals include
REST Industry Super’s acquisition of
52 Martin Place, Sydney for AU$ 555
million, representing a core market yield
of 5.65% and the biggest office deal in
Australia for over five years.

New Zealand also registered a strong
first half of 2014, with the recent
purchase of Lumley Centre in Auckland
for NZ$146 million by Deka Immobilien
demonstrating offshore interest in the
prime Auckland market.

Elsewhere in Asia, Singapore saw a
small number of large office deals —
most notably the acquisitions of Equity
Plaza and Prudential Tower by two local
consortiums. The land market meanwhile
slowed as the government’s cooling
measures continue to have an impact,
with overall investment volumes in the
first half of the year 44% down on the
same period of last year.

In Hong Kong, a market also subjected
to cooling residential markets, investment
activity also slowed, with volumes down
32% over the same period. This is
despite a few significant en-bloc deals,
most notably Citibank’s purchase of the
East Tower of One Bay East for HK$
5,425 million.

India saw a number of significant
development land deals, with an uptick
in foreign interest notably concretised

by the U.S. private equity group
Blackstone’s two recent acquisitions

in Mumbai and Bengaluru. Investment
volumes across the country were up 40%
on a year earlier.

FIGURE 13

Investment Volumes Asia-Pacific in US$bn (excluding land sales)
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Spreads over |Ong' FIGURE 14
term govern ment Prime Office Yields and Spreads over 10-yr Bonds
debt increase
The spreads of prime office yields 10% - ; P - é = 3 o £
over 10-year government bond yields § 3 7 § < 5 5 8 X
increased year-on-year as the latter 8%1 £ T % & 3 2 E g s

stood below levels seen last year (see
fig. 14). The exception has been China,
where the weight of money chasing
prime office assets in the Tier-1 cities
has compressed office yields by 10-40
basis points year-on-year, while the
government debt has seen its yield move
out.

This phenomenon of spreads increasing
year-on-year demonstrates the ongoing
attractiveness of property. The looming
rise in interest rates in a number of
markets however could impact some

of these dynamics over the next twelve
months (see page 11).

The thin end of the wedge?

Chinese Outbound Investment

Spurred on by the slowing of the

= Prime office yield @ Spread over 10 year bond yield (Q2 2014)

Source: Knight Frank Research

Spread over 10 year bond yield (Q2 2013)

FIGURE 15

Prime Shopping Centre Yields and Spreads over 10-yr Bonds
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Source: Knight Frank Research

How much more capital could we

FIGURE 16
Chinese Outbound Capital in US$bn

16
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domestic residential market, Chinese see emanate from China towards real 14+ :T:::nm”g I
capital continues to actively look for real estate markets round the world? With Malaysia

estate investment opportunities offshore. the Chinese economy slowing and 1271 :ﬁggapm

Large, well-capitalised developers and residential markets going through a | mUK.

insurance companies make up most

of this interest, eyeing up development
sites and prime income-producing office
assets respectively in gateway markets
around the world. London has proven

to be the top destination so far in 2014,
with Greenland’s purchase of both the
Ram Brewery and Hertsmere House and
China Life’s joint acquisition of Canary
Wharf Tower the largest deals registered
this year.

period of consolidation, we believe that
interest and volumes will continue to

grow over the coming months and years.

The relaxation of real estate investment
regulations for Chinese insurance
companies and the encouragement

of these groups to invest offshore for
diversification are likely to reinforce the
appetite for overseas acquisitions.

1
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Mainland Europe
B Others
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Source: Real Capital Analytics, Knight Frank Research



Developing Southeast FIGURE 17

Asia sees strongest e
price growth in prime

development land 80%

With little liquidity and availability 259%-

m Prime Residential Land Price Index
of end product, development land

transactions still make up the largest
proportion of total investment volumes
across the region, with an increasing
number of investors looking at taking
on development risk as they look for
exposure to markets.

m Prime Office Land Price Index

Knight Frank’s Prime Asia Development
Land Index shows that the Southeast
Asian markets of Phnom Penh, Jakarta
and Bangkok saw the strongest increase

Hong Kong

€ £ S 5 s 5 3 S 3 2 2 %
in the prices of prime development land 5% O g S 2 3 £ E S 5 o :i‘:? =
) 3 © £ o : < g
over the last twelve months. Prices s ° 8 & s = 3 § s
= ©
appeared to have peaked in the key a0l 2
Chinese markets in early 2014, given the
slowdown in the residential markets. Source: Knight Frank Research
FIGURE 18
Selection of Recent Major Transactions H1 2014
Property Name Market Type Buyer US$m Comments Date
169,900 sq m mixed use property located in the Sanlitun area; consisting
Pacific Century . . of two towers of offices, two towers of serviced apartments (201 units) and )
Place Beijing Mixed Use Gaw Capital 928.0 a shopping mall. Tenants include China Citic Bank Corporation, PCCW, Apr-14
Citibank, Papa Johns, Regus.
. ) ) ) i CBD office development property over 90% pre-leased to tenants _
SouthPoint Brisbane Office Dev. Unilmmo: Europa 179.5 inlcluding Flight Centre and Woolworths. Mar-14
Purchase of a majority stake in the Vrindavan Tech Village (VTV) located
Sirlr;:a:sy Tech Bangalore Office E::Cbzsstsongr/ou 331.8 on outer ring road. Property consists of office buildings and 75 acres of May-14
9 Y P undeveloped land. Tenants include: Sony, Cisco Systems, Nokia, Talisma.
FP‘Isa‘ I;aYmgyao Guangzhou Office Local buyer 659.0 Office - CBD property. Apr-14
E:?(tETa osvtver o Hong Kong Office Citigroup 700.0 Purchase of grade-A office tower for owner occupation. Mid-14
. . . . Acquisition of CBD located campus style office property with street retail _
Platinum Sentral Kuala Lumpur Office Quill Capita Trust 233.4 property. Tenants include SME, Land Public Transport Commission. Jun-14
PJ Development /
93-119 Kavanagh Melbourne Dev. Site Equity & Property 134.9 Two hectare development site located on the Southbank in inner Jun-14
Investment Melbourne.
Corporation Pty Ltd
247 Business . ) Acquisition of a 1-million sq ft office property at Vikhroli. Tenants include ~
Park Mumbai Office Blackstone 174.2 Siemens, DHL and Future Group. May-14
e ) . Premium-grade commercial property located in the Gwanghwamun ~
S U Seoul Giilez AGHLE Advlae - 48T precinct within the Seoul central business district (CBD). i
Property located in the Huangpu District, purchased for a total
_— . . ) consideration of RMB1.653 billion. Located in Maoming South Road, the
Ruijin Building Shanghai Mixed Use B.M. Holding 264.4 project has a total GFA of 46,958 sgqm, including 32,127 sq m of office May-14
space and 4,505 sq m of serviced apartments.
28-storey office tower situated in in the CBD, sold for S$550 million to a
. . ) GSH / Vibrant Group consortium of buyers. Purchaser intends to retrofit the property, which is ~
Ay Sligageie Qiiilzz / TYJ Group S 22 years old. Current tenants include: Fullerton Healthcare and Australian A

Visa Application Centre.
52 Martin Place  Sydney Office REST Industry Super 516.2 CBD office Jun-14

Central Tokyo located office tower sold for 74 billion yen. Tenants include:
NTT Docomo and Grand Marche (HQ).

Kokusai Akasaka

Building AT

Tokyo Office Sekisui House 7271

Source: Knight Frank Research
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ASIA PACIFIC CAPITAL MARKETS

NORMALISING INTEREST
RATES — THE IMPACT?

There are many potential scenarios and
outcomes as to what could happen with
the normalisation of global interest rates,
which is most likely to begin in 2015.

An increase in interest rates, led by the
U.S. and the U.K. after a number of
years of ultra-loose monetary conditions,

will have an impact on markets around
the world. Much will ultimately depend
on the strength of the recoveries that
warrant the interest rate rises, as well as
the extent of weaknesses in emerging

RESEARCH | Sghmght

4 Frank

Below we consider some possible
implications on the commercial property
markets across the largest markets in
Asia-Pacific, assuming a gradual increase
in interest rates, due to a self-sustaining

markets.

recovery in the U.S., and no other
external macro-economic shocks.

FIGURE 19
2015 - The Year Interest Rates Rise

Positive impact/effect

Neutral impact/effect

Negative impact/effect

SPILLOVER EFFECTS FROM RISE IN U.S
ECONOMIC SNAPSHOT R EREST RATES IMPACT ON REAL ESTATE INVESTMENT MARKETS

Over the investment peak of
resources boom, which has
been having a negative impact
on occupier markets. Starting to
see some recovery in demand,
largely from finance and related
industries due to improved
domestic economy.

Australia

A slowing economy which is
trying to rebalance while dealing
with huge growth in debt and

China softening residential markets.

Strong ties with Mainland China
mean it is very much linked to the
Chinese growth story - however
HK$’s peg to the US$ and links
with the international capital
markets means it is sensitive to
happenings in the US.

Hong Kong

Undergoing its own stimulus
programme, “Abenomics,” which
has weakened Yen and provided
a short-term boost to occupier
markets.

Japan

A small and open economy
sensitive to changes in regional/
global economy and international

Singapore rades

Domestic economies have
recovered from “taper-talk
turmoil” last year although most
. markets are seeing growth
Emerging  slowing.
Asia

Source: Knight Frank Research

A strengthening of US$
would support AU$
exports to U.S. and
U.S$ trading economies,
especially commodities.

Chinese exports

will benefit from an
appreciation in US$.
Additional boost from
increased corporate
confidence as rate hike
signals improvements in
U.S. and global economy.

With US$ peg, rise in
interest rates would
directly impact interest
rates in Hong Kong.

A strengthening of US$
would boost corporate
earnings further,
assuming firms choose
not to reduce prices of
exports in US$ as they did
last year.

With an effective US$
peg, arise in interest
rates would likely directly
increase interest rates in
Singapore.

Could lead to capital
outflows, with India,
Malaysia and Indonesia
especially vulnerable,
putting downward
pressure on domestic
currencies.

If capital outflows
weaken currencies
of emerging
economies in Asia,
export demand
could be adversely
affected.

A possible
weakening in
emerging Asian
economies could
adversely impact
intra-regional trade
with China.

As bond yields
move out,
increasing levels
of debt could hold
back business
and household
spending.

Stronger US$ could
introduce cost-push
inflation.

As bond yields
move out,
increasing cost

of debt in the
economy, this could
hold back spending
for both businesses
and households.

Economies have
healthier current
account balance to
withstand capital
outflows than they
were a year ago.

Regionally high spreads of
prime yields over bond yields
provide cushion to absorb
impacts of rate hike.

Improved U.S. economy
and export demand could
see increased activities from
MNCs in China, boosting
occupier demand.

Upward pressure on prime
yields as bond yields rise,
reducing capital values,
although this could be limited
due to supply shortages.

Higher borrowing costs could
result in corporates holding
back expansions.

Higher yields in other
countries could make
Japanese real estate
relatively less attractive.

Upward pressure on prime
yields as bond yields rise,
reducing capital values.

Higher borrowing costs could
result in corporates holding
back expansions.

Volatility and rising interest
rates could cause much
uncertainty and restrict
business expansions, hitting
corporate demand.

Higher interest rates could
result in debt-servicing
problems in countries where
households over-leveraged.

Net result on exports from a
weakening of AU$ vs. US$
- and weaker demand from
emerging Asia (as above)
will influence demand for
commercial real estate.

Possible weakening of RMB
against US$ could reduce
outbound capital targeting
U.S. real estate.

Recovery in U.S. could
boost demand for office and
industrial space from MNCs
on top of current strong
demand from Mainland
companies.

Weaker Yen vs. US$ could
encourage US$ investors.

Recovery in U.S. could
boost demand for office and
industrial space from MNCs.

Tougher capital market
conditions could reduce
supply of capital to the
sector.
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FIGURE 20
Risk and Opportunities

L Asks | OPPORTUNITIES

Potential weakening of Chinese economy Tourism and education continue to
could weigh on domestic economy, perform well, positively impacting hotel
impacting secondary office, industrial and and residential markets.

Australia °
retail markets. X . .
Continued interest from foreign investors
due to potentially weaker currency.
Tier-2 and 3 cities with huge supply pipelines Retail related logistics continue to see
and falling demand see capital values fall. solid performance.
China Residential market sees serious correction,  Avoidance of hard landing sees China re-

leading to a wider repercussions. orientate its economy, boosting demand

across the board for real estate.

Arrise in interest rates would put downward  Improvement in U.S. and global economy
pressure on capital values for commercial outweighs yield decompression,
property. maintaining capital values.

Residential market corrects heavily. Negative With U.S. on stronger footing, secondary
Hong Kong wealth effect impacts consumption and assets become more attractive.
hence real economy.

China's GDP growth might slow impacting ~ Cooling measures in residential market
demand in Hong Kong. may slowly be adjusted in medium term,
leading to return of demand.

Failure of Abenomics to restructure economy Uptick in interest from foreign investors as
as well as boost demand and inflation could  Yen weakens.
lead to reversal in capital value growth.

Japan
P Continued weakening of Yen reduces returns PM Abe's third arrow restructures
to foreign investors. economy successfully boosting demand
across the wider real estate market.
Downward pressure on capital values for Improvement in U.S. and global economy
commercial property as interest rates rise. outweighs yield decompression,
maintaining capital values.
Singapore
Residential market corrects heavily. Negative Cooling measures in residential market
wealth effect impacts consumption and may slowly be adjusted in medium term,
hence real economy. leading to return of demand.
Yields move out as bond yields rise, Partnership opportunities for joint-venture
reducing capital values for commercial investments to provide equity and
Emerging  Property. experience.
Asia Residential market corrects heavily. Negative Short-term impacts of rising interest rates

wealth effect impacts consumption and
hence real economy.

could provide window of opportunity for
overseas investors.

Source: Knight Frank Research
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