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“While China’s
hotel market has seen
some straining signals,
particularly in first-tier
cities’ luxury segment,
burgeoning domestic
demand should
improve longer-term
operations in a country
with demographic
advantages. International
operators have already
cast their votes of
confidence with
aggressive expansion
plans, particularly in
second and third-tier

cities. ”

Thomas Lam
Director,

Head of Research
& Consultancy,
Greater China

OVERVIEW

Table 1
Economic indicators

GDP growth
(year-on-year)

Period Beijing Shanghai Guangzhou Hong Kong Macau

2013 77% (1H) 7.7% (1H)  12.4% (1H)

33% (2Q) 18.0% (1Q)

RMB

GDP per capita 2012 87,091

RMB
85,033 105,909 285,403 611,930

RMB HK$ MOP

Retail sales value

# provisional
Source: Local statistics bureaus / Knight Frank

L 1H 2013 RMB397.3 RMB388.8 RMB330.0 HK$42.1 MOP31.5
(billion)
Retail sales
value growth 1H 2013 8.8% 9.1% 15.6% 15.0% 21.0%
(year-on-year)
Foreign direct 129%  125% 13.0% 29.7%
investment 1.6% . L
growth NA (Jan-May  (Jan-May (1H 2013) (Position, (Position,
(year-on-year) 2013) 2013) 1Q 2012) 1Q 2012)

.39 1.9%

Unemployemnt NA 1.3% 4.2% 2.4% (M3a§/ﬁul (195’
rate (2012) (2012) (2012) 2013)# 2013)#
Inflation 1H 2013 3.5% 2.3% 2.9% 1.9% 5.3%

In 2012, as domestic residents’ per
capita income continued to rise,
domestic tourists recorded strong
growth with a year-on-year increase of
12.1%. Affected by the global economic
climate, international visitors reached
132.4 million, down 2.2%. However,
overnight international visitors were
up slightly by 0.4% to 57.7 million.
International tourism receipts gained
3.1%, while domestic tourism receipts
surged 17.6%. In the first half of 2013,
27.5 million overnight international
visitors were recorded, down 4.1% year
on year as a result of the sustained
effect of the European economic crisis.

International hotels continued to expand
in Greater China. Among the five major
cities covered in this report, Macau was
the most active in 2012, with over 2,422
rooms added, followed by Shanghai
with 1,739 and Beijing with 958. Macau
remained the most active in 2013 first

half, with 2,062 rooms added, followed
by Guangzhou with 580 and Shanghai
with 380. In the first half of 2013, Beijing
had the largest five-star hotel stock, with
33,940 rooms, followed by Shanghai with
25,619 and Macau with 18,688.

The Average Daily Rate (ADR) in Hong
Kong and Macau continued to grow in
2012 despite the weak global economy.
Hong Kong experienced the fastest
growth among the cities, with ADR
gaining 10.2%, followed by Beijing

(9.4%) and Macau (4.4%). Shanghai and
Guangzhou's ADRs dipped 8.0% and
3.3% respectively. In the first half of 2013,
Guangzhou's ADR continued to drop,
while Beijing’s ADR remained stable.
Shanghai's ADR slightly rebounded. Hong
Kong's ADR dipped 2.3%, but remained
the highest among the cities, reaching
US$305, followed by US$211 in Macau
and US$157 in Shanghai.
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China’s tourism market is set to
continue growing. Improving income

of the population will lead to the rise

of domestic visitors, while continual
economic development will lift

the number of both domestic and
international business travellers.
International hotels have been showing
their market confidence with aggressive
expansion plans in China, in second
and third-tier cities in particular, with
their huge development potential. For
example, Starwood Hotels & Resorts,
which had 120 hotels in China in mid-
2013, has 100 more in the pipeline, of
which 20 will open in 2013. Meanwhile,
Wydham Hotel, the largest US-hotel
operator in China with 543 hotels across
the territory, will add eight new Ramada
properties in 2014-2015.

The investment market recorded a
major transaction recently, involving Jin
Jiang's acquisition of 21 Smart hotels
in 18 cities, through its subsidiary,
from Tianjin Huasheng Tourism Equity
Investment Partners and China Wallink
for RMB710 million. Such deals are
expected to grow in the remainder of
2013 on the back of strong investor
sentiment in Greater China.

As Macau's casino industry

is transforming into a more
entertainment, non-gaming business
base, the hotel market will continue
to look positive over the long term
with possible increases in both visitor
numbers and their length of stay.
Henggqin Island development will
further mark an important step for
Macau towards greater economic
diversification. The spillover of visitors
from Henggqin is expected to benefit the
Macau hotel market. Hotel operators
would continue to expand on Cotai
Strip, such as Wynn and MGM.

Shanghai’s hotel market outlook is
expected to be buoyant, benefiting from
the completions of major tourism projects
such as National Exhibition Area in 2014
and Shanghai Disneyland Phase 1 in 2015.
The area near Disneyland could potentially
attract new hotel establishments. The
number of international visitors and
business travellers is set to increase.

Pudong will be developed into a key
tourism region within five years with a
concentration of new international brand
hotels. Grand Kempinski Hotel, Ritz-
Carton and Four Seasons, for example,
have already opened in the Lujiazui
sight-seeing area. The development of
three and four-star hotels will also be
robust to meet demand from increasing
business travellers.

Hong Kong's tourism industry outlook
will be positive, given a number of
tourism-related projects in the pipeline,
including the Ocean Park and Hong Kong
Disneyland expansions, the opening of
more berths in Kai Tak Cruise Terminal

in Kowloon East as well as the proposed
observation wheel in front of the Central
piers. Five-star hotel supply will be limited
with a shift toward boutique and resort
types. Strong visitor arrivals from China
and the increasing number of business
travellers will drive hotel demand.

Guangzhou's MICE (Meeting, Incentive,
Conference and Exhibition) market
should continue to generate steady
streams of business travellers and attract
international hotel brands as Guangzhou
is being further strengthened to become
the leading business and exhibition
centre of Asia. Many new international
hotels have entered the city, such as W
Guangzhou, Grand Hyatt, Ritz-Carlton
and Mandarin Oriental. Locations such
as Pazhou and Yuancun will be under
the spotlight with increasing numbers of
hotel establishments, while Pearl River
New City will remain the future core
business district.

Given its international status as

the business and cultural centre of
Mainland China, Beijing’s hotel market
is expected to remain stable. The
number of business travellers is set to
grow moderately with the expansion
of the MICE industry, while domestic
visitor numbers should continue

to thrive backed by the proposed
infrastructure and tourism projects,
such as a new airport in Daxing District
and the extension of the subway
system. International hotels will
continue entering this market despite
the existing fierce competition.

Chart 1
International overnight visitor arrivals
(2013 forecast)

Million persons
30—

25
20
15

10

Beijing Shanghai Guangzhou Hong Kong  Macau

Source: Knight Frank

Chart 2

Five-star hotel stock (2013 forecast)
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Five-star hotel room rate
(2013 forecast)
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BEIJING

Overview

The on-going impact of the European
debt crisis reduced the affordability of
international travel for many European
tourists, whereas the RMB's appreciation
led to increasing costs for potential
visitors from neighbouring countries.
These, combined with Beijing's notorious
smog, dragged down international
tourist numbers to 2.1 million in the first
half of 2013, down 14.3% year on year.
However, the dip was more than offset
by a surge in domestic tourist numbers,
which rose 7.2% year on year. The first
half, as a result, saw a year-on-year
increase of 6.7% in total tourist arrivals.

Supply and demand

During the second half of 2012, nearly
1,000 newly-built prime hotel rooms
were added, involving the 276-room
Cineaste Garden Hotel in Huairou and
Swire's 369-room East hotel near Jiuxian
Bridge on Northeast Fourth Ring Road,
both opened in the third quarter. Beijing's
first Four Seasons also opened in Yansha
Commercial Area, adding 313 rooms.

Five-star hotel occupancy rate was
63.5% in 2012, down 0.7 percentage
point year on year, attributable to weak
demand from international visitors. Their
proportion fell 2.8 percentage points to
29.2% of the total visitors received. With
hotel operating costs climbing, the ADR
for five-star hotels rose 9.4% to RMB871
in 2012.

Five-star hotel supply during the first
half of 2013 came mainly from the 289-
room Conrad, a luxury Hilton Group
brand, in the Yansha commercial area
at the heart of the CBD. Beijing had
33,940 five-star hotel rooms as at the
first half of 2013. With abundant new
rooms launched in the past year, the
occupancy rate for Beijing’s global and
local five-star hotels fell to 58.7%, while
the ADR remained steady at RMB878.
Global five-star hotels recorded about
70% occupancy, with an ADR of about

4

RMB1,300.
Outlook

New hotel supply in Beijing over 2013
is set to be similar to that in 2012. New
additions in the second half of 2013
include the 309-room New World in
Chongwenmen and the 279-room
Rosewood Hotel in the CBD. The
Guomao and Wangfujing areas remain
outstanding locations, while global
hotel brands’ entrance and expansion
will intensify competition and spur the
decentralisation of hotel locations. A
number of early entrants are overdue to
start renovations and enhance service
quality to stay competitive.

Beijing has considerable attractions for
domestic tourists and business visitors,
thanks to the capital’s cultural vibe,
business environment and position as
China’s political and economic centre.
Vigorous growth in domestic tourist
arrivals in Beijing over 2013 will more
than offset the negative impact of global
economic conditions on international
tourist numbers. Total visitor arrivals in
Beijing are therefore expected to keep
growing, though at a slower rate. Both
the occupancy and room rates for high-
end hotels will remain steady this year.

Over the medium to long term, domestic
tourist spending is set to grow rapidly
along with increasing income across the
country. They are expected to play an
even greater role in the future growth of
the high-end hotel market. Nevertheless,
it takes time for domestic tourists to
gain spending power and the market

to absorb new hotel rooms launched in
recent years. During this period, both
the ADR and occupancy rate will remain
steady. Meanwhile, local tourism will
benefit from strong support from the
continued improvement of infrastructure
and tourism facilities, including the metro
network extension, the new Daxing
International Airport to open in 2018 and
the 19 planned distinct tourist areas.

Chart 4
International overnight visitor arrivals
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Five-star hotel performance

ADR (RMB) Occupancy rate
1400 - - 100%
1200

80%
1000

9
800 60%

600 20%

400

20%
200

0 0
2005 2006 2007 2008 2009 2010 2011 2012 2013E

Hotel occupancy
rate (%)

Average Daily
Rate (RMB)

Source: Beijing Tourism Bureau / Knight Frank



KnightFrank.com.cn

of

1 &

3

it

|

o || i

SHANGHAI

Overview

After the tourism peak during

the 2010 Expo, the Shanghai

hotel industry is now contending
with a post-Expo condition with
development speed slowing

down. Tourist arrivals declined for
two consecutive years. Inbound
tourists totalled 8.0 million in 2012,
down 2.1% year on year, of which
foreign visitors decreased 2.4%

to 6.3 million. Along with the new
policy “to encourage economy
and combat waste” of the central
government and the bird flu
outbreak in April, incoming tourist
numbers witnessed a 10.1% year-
on-year drop to 3.6 million, creating
a tangible impact on the high-star
hotel market. While hotel demand
weakened, new supply increased,
and the resulting oversupply placed
even more pressure on market
development. Facing increasing
competition, a number of existing
hotels are undergoing or will
undergo renovations in order to
stay competitive.

-
-
Supply and demand -
- : [}
The market witnessed a large -
increase in supply over the last two
years with 17 five-star hotels added
to the market in 2011-2012. By the -
end of 2012, five-star hotel rooms : .
in Shanghai reached 25,239, up il
36.0% from 2010. The 130-room Tl
Banyan Tree Shanghai on The Bund,

managed by Banyan Tree Hotels and
Resorts, and the 171-room Twelve
at Hengshan, owned by Starwood
Hotels & Resorts, opened in the
fourth quarter of 2012. Pudong
Mandarin Oriental Hotel opened

in the second quarter of 2013 with
over 300 rooms. As at June 2013,
Shanghai had 25,619 five-star hotel
rooms. The stock is expected to
exceed 27,000 in 2013.

T——

The surge in supply and slow

global economy recovery led to the
decrease of five-star hotel ADR to

only RMB956 in 2012, down 8.0%

year on year. In the first half of

2013, the rate rebounded slightly to
RMB969. However, the ADR of five-

star international hotels in Shanghai
reached over RMB1,300, around

34% higher than that of the whole
five-star hotel market. The average
occupancy rate remained at 59.1%

in 2012, virtually unchanged from

2011. The rate dropped slightly to :
57.2% during the first half of 2013~ *
while that of five-star international
hotels was higher at around 70%.

Outlook

The hotel market will improve with
the boom in visitors and MICE
travellers, benefitting from the
opening of National Exhibition
Arena in 2014 and Disneyland Phase
Iin 2015. The market is expected to
be buoyant. Fourteen new luxury
hotels will open, with the first launch
of some new luxury brands in China,
including Bulgari Hotel. Pudong will
be developed into a key tourism
region within five years, featuring
four major areas: Lujiazui city -
sight-seeing area, Sanlin Expo area,
Disneyland entertainment area and
Lingang resort area. The number of

tourist receptions in Pudong is set

to reach 45.2 million and the total

tourism revenue will reach RMB52.3

billion by 2015. By 2020, these two =3
numbers are expected to increase :
respectively to RMB103.8 million
and RMB105.2 billion, heralding

a golden decade of tourism for
Shanghai. The area near Disneyland,
in particular, could potentially attract
new hotel establishments involving
international brands along with

its opening. The development of
three and four-star hotels will also
be robust to cater for increasing
demand from business travellers.

B
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GUANGZHOU

Overview

Guangzhou continued to receive an
increasing number of tourists in the first
half of 2013, thanks to the government’s
investment in infrastructure and
supporting facilities for the Asian Games,
in addition to Guangzhou's position as
the venue for Canton Fair, the world’s
largest trade show. Total arrivals rose
4.2% year on year to 64.9 million.

Due to unfavourable international
economic conditions, international
tourist arrivals declined 4.2% year on
year, while overnight visitor number

was 22.1 million, up 5.4% year on year,
attributable to increased tourists from
Mainland China, Hong Kong and Macau.
Demand in the MICE tourism and
corporate sectors accounted for over
80% of upscale hotel demand.

In the investment market, the second
quarter of 2013 saw Hilton Guangzhou
Tianhe Hotel in Tianhe CBD sold for
RMB1.7 billion, or RMB3.5 million per
room. The 487-room hotel has a gross
floor area of 65,000 sgqm.

Supply and demand

Guangzhou's hospitality industry is
moving east along with the city centre,
especially since Pazhou was made the
new location for China Import and Export
Fair. The Tianhe business centre and

the periphery areas of Pazhou Complex
continued to attract an influx of five-star
hotels catering to market demand.

During the second half of 2012, five-star
hotel openings continued to boom in
Guangzhou, including the 344-room
Four Seasons in Guangzhou International
Finance Centre. At the end of 2012,
Guangzhou had 11,941 five-star hotel
rooms. In the first half of 2013, another
263 rooms were launched in Mandarin
Oriental near TaiKoo Hui in Tianhe. The
increasing maturity of Pearl River New
City also contributed to the growing
number of global hotel brands there,
such as the 317-room W Guangzhou.

As the number of new five-star hotels in
Guangzhou grew over 2012, the overall
occupancy rate slipped 4 percentage
points to 62.0%. With trial operations
and special opening offers among new
hotels, the ADR fell slightly to RMB790.
With the supply boom in the first half of
2013, the occupancy rate further dipped
to 60% and ADR lost 3% to RMB765.
However, in North Tianhe and Pearl
River New City, home to a host of prime
five-star hotels, both the occupancy rate
(70%) and ADR (RMB1,100) were well
above market levels.

Outlook

Though the number of five-star hotel
openings is set to grow at a modest rate
over the next two years, quite a few well-
known brands will be opening hotels in
Guangzhou, mostly in and around Pearl
River New City, including Park Hyatt,
Conrad and Jumeirah, which combined
will provide about 600 rooms. Medium
to long-term demand in MICE tourism
will continue to grow in Guangzhou,
lending support to the hospitality sector.
Over the next two years, the continuing
entry of high-end global hotels will
suppress occupancy rates and lead to
fluctuation in ADRs. However, the overall
room rate is expected to rise gradually
as more high-end global hotels enter
the market.

While Pearl River New City will remain
Guangzhou's CBD, the government’s
continuing efforts in developing Pazhou
and Yuancun as new venues for future
trade shows are expected to attract
more MICE tourists and international
hotel brands. Due to a shortage of

land in the city's core area, Guangzhou
will see more new hotels open in its
periphery areas. In particular, given the
urban integration between Guangzhou
and Foshan and the rising income of
Pearl River Delta residents, some leisure
travellers will turn to Foshan, which will
become increasingly attractive to global
hotel brands, especially resort hotels.
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HONG KONG .

Overview

While other property sectors in
Hong Kong have been clouded by
government austerity measures,
the hotel industry looks to enjoy
another good year, backed by
strong visitor arrivals. The city
received another half-year record
high of 25.4 million visitors in the
first half of 2013. Overnight visitors
grew 8.7% year on year to 11.9
million. MICE travellers saw a 1.8%
increase.

Mainland visitors remained
dominant, who accounted for 74.1%
of total arrivals in the first half. Their
number grew 20.7% year on year.
Those who stayed overnight grew
16.2%, compared with a 3.4% drop
for overnight visitors from other
parts of the world.

Visitor spending, however,

saw growth slowed amidst an
uncertain external environment,
up 4.7% to HK$7,818 per person
in 2012, with about 20% spent on
accommodation. With challenging
economic environments in both
China and other major countries,
we expect spending growth to be
moderate in 2013.

Supply and demand

High Tariff A hotel occupancy rate
remained stable in the first half of
2013 amidst the continual influx of
overnight visitors, reaching 84%,
compared with 82% in 2012 same
period. ADR, after surging 10.2% in
2012, dipped 2.3% year on year to
HK$2,368 in the first half of 2013, as
visitors slowed their spending and
shortened their stays.

While no new five-star hotels
opened in the first half, the market
saw four new four-star hotels,
providing 1,235 roomes, including

N | .

the 539-room Courtyard by Marriott i
in Shatin, the 138-room Hotel
Indigo in Wan Chai (a boutique
brand of InterContinental Hotels
Group), HKR's 325-room resort-
style hotel Auberge Discovery Bay
and OZO Wesley, another boutique
hotel in Wan Chai.

Outlook

FEFTTEry 2 22 s

We expect both the ADR and
occupancy level of five-star hotels
to remain stable for the rest of
2013. With a cautious global

Chart 13
International overnight visitor arrivals
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environment, long-haul markets will
remain relatively weak. The growth
in business and MICE travellers as
well as their length of stay are likely
to be limited due to the restricted
travel budgets of the cost-sensitive
corporate sector.

With limited supply of five-star
hotels when Hong Kong is calling
for residential land, we expect their
occupancy to remain stable. With the
dominance of short-haul visitors in
recent years, hotel supply dynamics
see signs of changes, with the focus
shifting to boutique and resort styles,
such as the 495-room Ocean Hotel
at Ocean Park’s main entrance to
open in 2016 and a proposed third
hotel by Hong Kong Disneyland.

Chart 14
Five-star hotel stock
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Backed by strong visitor arrivals,
we remain positive on the hotel
industry’s long-term outlook.
Tourism projects in the pipeline,
such as Kai Tak Cruise Terminal, L1
Ocean Park and Hong Kong
Disneyland expansions as well as =
the proposed Ferris wheel in front

of the Central piers, should further
enhance the tourism landscape.

Strong visitor arrivals from China

could also be maintained with the
openings of Guangzhou-Shenzhen-
Hong Kong Express Rail Link in 2015
and Hong Kong-Zhuhai-Macau i'
Bridge in 2016.
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Chart 15
Five-star hotel performance
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MACAU

Overview

After outpacing the Las Vegas Strip
for the first time in 2007, Macau's
gaming revenue has continued to grow.
Revenue in the first half of 2013 was
MOP200.9 billion, up 15.9% year on
year. The growth in the gaming and
entertainment industry has led to the
continual development of large-scale
complexes providing various hotel,
retail and entertainment facilities,
particularly along the Cotai Strip. The
government also subsidised the MICE
sector nearly MOP40 million in 2012
and this will continue in 2013.

A record 13.6 million visitors stayed
overnight in Macau in 2012, up 5.0%
year on year. In the first half of 2013,
about 6.9 million visitors arrived and their
total spending was MOP12.2 million,

up 14%. Per-capita spending grew 8%
to MOP2,046. Macau had 8.1 million
overnight Mainland visitors in 2012, up
9.9% and accounted for about 60% of
total overnight visitors in the year. In the
first half of 2013, Mainland overnight
visitor arrivals rose 12.0% to 4.2 million.

Supply and demand

Five-star hotel room number has

been rising along with major hotels’
completion. As at the first half of 2013,
Macau had 18,688 such rooms, up
12.4% from end-2012. Recently-opened
hotels included Conrad Macao, Holiday
Inn Macau and Sheraton Macau, under
Sands China, providing about 5,800
rooms within Sands Cotai Central.

At least four more hotel projects involving
global brands are planned along Cotai
Strip. Wynn Resorts’ 2,000-room Wynn
Cotai will open by 2016. The 1,600-room
MGM Cotai will open in 2016. Studio
City, under Melco Crown, has resumed
construction and will complete in 2015,
with four hotels providing over 1,900
rooms. The 3,000-room Parisian Macau,
under Caesars Entertainment featuring

a scaled-down replica of Eiffel Tower,

will open in 2015. Fisherman’s Wharf
redevelopment, to complete in 2016,

will provide three hotels, namely Prague
Harbour View Hotel, Palace Hotel and
Legendale Hotel Macau, with 1,344
rooms. Versace's hotel arm has reportedly
teamed up with SIM to develop Palazzo
Versace Macau. The 2,000-room hotel will
open in 2017.

Despite the largest new supply in 2012
since 2008, reaching 2,422 rooms, five-
star hotels’ ADR rose 4.4% to MOP1,675
in 2012, amid robust demand. In

2013 first half, ADR climbed slightly
to MOP1,687. Their occupancy rate
reached 86.4%, similar to 2012.

Outlook

The market looks positive in the future.
As the government determines to control
the rise in gaming table number, the city’s
tourism continues to transform to a more
diversified entertainment-based industry,
following the model of Las Vegas, which
could lengthen visitors' stay.

The proposed reclamation, which

will increase Macau's land by 12.3%,

will benefit the hotel sector through
investment in road infrastructure, tourism
and recreation facilities. Light Rail Transit
Phase 1 to complete in 2015 will further
enhance the city’s accessibility.

Henggin Island development is set to
benefit Macau with new infrastructure
such as Macau-Henggqin Island Tunnel
completed last year and new attractions
such as Chime-Long International Ocean
Resort to open in 2014. Henggin's hotels
are not set to directly compete with
Macau’s five-star hotels, but might post
certain challenges to Macau's three-to-
four star hotels not attached to casinos.
The spill-over of visitors from Hengqin to
Macau could offset a possible decrease
in the length of stay of Macau visitors
due to attractions in Henggin, given their
proximity and ease of access.
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