P Y Knight
s: Frank

Asia-Pacific Bulletin

Battling the waves

Asia-Pacific real estate sentiment, activity and recovery
during the Covid-19 period

August 2020




Knight Frank | Asia-Pacific COVID-19 Bulletin | August 2020

Executive Summary

Regional recovery slowed by
localised second waves

As the region heads into the sixth month since the COVID-19
outbreaks, the majority of Asia-Pacific markets have
managed to control virus numbers, with lockdowns easing
and local situations generally improving. However, over
recent weeks, a number of markets including Hong Kong,
the Australian state of Victoria and the Philippines have seen
a significant increase in numbers leading to secondary
lockdowns. While many parts of the real estate sector were
in recovery, these recent waves have injected further
caution, not only into these localised markets, but the

region more widely.

Residential markets, which saw a rebound in activity
following the end of lockdowns are showing signs of slowing
again, with those markets undergoing secondary lockdowns
most notably impacted. While supported by low interest
rates and underlying demand, the second half of the year
could see more patchy performance across the region, as

economic realities start to bite.

In the office markets, major relocation and expansion
decisions continue to be put on hold, with many corporates
considering a review of their footprints across the region, as
both a cost cutting exercise and as a move to more flexible
working. While this discussion continues for many corporate
occupiers, growing vacancy rates and falling effective rents
also provide an interesting opportunity in a more tenant

friendly market.

In the capital markets, with few major transactions, many
major investors seem to be happy to bide their time, trying
to get a better grip on pricing. The full impact of weaker
occupier markets is still challenging to price, with vendors
current expectations not necessarily being met by buyers

looking for further discounts.

As markets continue to recover, Knight Frank will continue
to monitor activity, sentiment, deals, anecdotes and market
dynamics to provide a level of understanding during this

recovery phase.
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Here are the key takeaways from Knight Frank’s end-J uly data collection:

Office and retail markets remain slow; industrial and residential see most activity.

= Only four of 19 office markets saw an increase in activity in July (page 8), with many corporate occupiers hesitating on
expansions and relocations.

= With most markets turning in favour of tenants, office and retail markets are seeing declining asking rents in most markets.

= Industrial markets remain one of the most active sectors, fueled by e-commerce related logistics and a recovery in several
manufacturing sectors.

= Residential markets remained active although the new waves in Hong Kong, Melbourne and now the Philippines are impacting

transaction volumes in those markets significantly, and weighing on confidence generally.

Investors happy to wait and see as transaction volumes remain low

= Investment volumes were down 39% year-on-year to US$67.2bn as at July 2020.

= Investors are still looking very cautiously at occupier markets (see page 8), with challenges noted in terms of pricing the
potential tenancy risk.

= We have seen an increase in the number of sale-and-leasebacks in several markets, with occupiers looking to release capital. At
the same time, investors can profit from strong covenants on long term lease commitments.

= While the expectation around discounts are building, there is little evidence of significant repricing across most markets.

= There is still a likely flight to quality, with well-leased prime assets likely to see values remain resilient.

Lessons from second waves

= The resurgence of Covid-19 in several markets has demonstrated how challenging it is to fully contain the virus.

= While international travel restrictions are slowly being lifted in several markets for essential travel, given the risks of secondary
waves, a full opening is likely to still be some way off.

= There has been an uptick in residential activity from overseas expatriates looking at buying back in their home markets, with an

increase in enquiries from Asia-based Australian and UK nationals as a notable trend.

The time to think strategically, reposition and think beyond

The economies of Asia-Pacific will take a significant hit in 2020, with the IMF’s recent Global Economic Outlook predicting a
contraction in output across the region for the first time in 60 years. While short-term challenges will undoubtedly be a concern
for many occupiers and investors - whether it is a short-term lease renewal, disposal of a non-core property, or reconfiguring an
asset - positioning for recovery and opportunities is critical.

Should the virus be contained in the second half of the year - and significant second waves avoided - the region could see
recovery in 2021. While there remains lots of uncertainty, corporate occupiers and investors should be alive to the opportunities

that this could bring.
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Asia Pacific Dashboard

ASIA-PACIFIC OFFICE (end-July)
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Real Estate Dashboard

ASIA-PACIFIC CAPITAL MARKETS (end-July)
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Policy Dashboard
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Policy Dashboard (cont.)
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Office

Leasing recovery momentum continues but rents in decline

In the period of July 2020
= Only a quarter of markets tracked continue to see falling leasing activity

= Asking rents have started to decline across the Asia-Pacific region

= Two thirds of the markets in the Asia-Pacific now in favour of tenants

With most of the Asia-Pacific markets having entered into an easing phase post their lockdowns, the momentum of recovery for office
leasing activity across the region continued to pick up over the past few months. As at the end of July, only a quarter of the cities we

track continued to see declining leasing activity, this was an improvement from half of the cities we recorded back in May.

Leasing Activity Git Leasing Activity Cit Leasing Activity
(end-May) Y (end-June) ¥ (end-July)
Jakarta Jakarta Auckland
Singapore Singapore Jakarta
Bangkok Bangkok Kuala Lumpur
Manila Manila Bangkok
Phnom peni e Maria
Ph Penh
Too IR ), - [
Seoul seoul ki v
- Seoul
Taipei Taipei inei
. Taipei

Shanghai Shanghai :
Beij ST
I D
uangzhou [ ] Guangzhou Guangzhou
Shenzhen Shenzhen Shenzhen
Hong Kong Hong Kong Hong Kong
Mumbai Mumbai Mumbai
Delhi Delhi Delhi
Bangalore Bangalore Bangalore

The economic impact of COVID-19 was evident in the region’s Q2 2020 GDP report card, with many markets recording significant
declines, with some at unprecedented levels. The outlook continues to look bleak with the IMF downgrading its 2020 growth
expectations for the region by 1.8% to -0.8% at its June update. China was the only bright spot within Asia as it reported a 3.2% year-
on-year GDP growth led mainly by a rebound in production, biomedical exports and aggressive stimulus policies. As a result, we are
starting to see more landlords across the region now reducing their rents to attract or retain tenants. From our survey, 11 of the 19

cities we track continued to report stable or increasing asking headline rents, down from 15 we saw back in May.

Decrease

® Phnom Penh ¢ Sydney * Bengalury ¢ Auckland
e Auckland ® NCR Delhi * Jakarta
o Kuala Lumpur * Tokyo
* Bangkok ¢ Shanghai
* Manila * Beijing
* Seoul ® Guangzhou
* Taipei ¢ Shenzhen
* Mumbai * Hong Kong
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Going forward, with the challenging economic conditions expected to last until the end of 2020 and potentially beyond, the office markets

across the region will tilt further in favour of occupiers. This will be further compounded by supply imbalances across several markets within

the region. As a result, it is not surprising that our survey in July showed two thirds of the Asia-Pacific office markets now in favour of

tenants, up from half back in May,
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Industrial

Stabilizing activity levels and rents

In the period of July 2020

=  Market activity remained generally stable throughout the region

= Asking rents have stabilised across most of the region

=  Market conditions across the region in balanced state despite economic

headwinds

Even as retail activity returns with markets easing movement restriction, much

of the transaction activity continues to remain within the e-commerce space,

particularly warehousing and logistics space for both new and existing players.

In our July sentiment survey, we found that around 80% of the markets we

tracked witnessed stable or increasing leasing activity in the month of July; very

much in-line with our findings back in May.

The stability in demand has also led to an improvement in rent conditions

across the Asia-Pacific region with almost all our markets, 18 out of 19 tracked,

reporting that asking rents have stopped declining; an improvement from the

12 recorded in our May survey.

v
Leasing Activity (end-May)
Down
17%
Increase
33%
Stable
50%
Leasing Activity (end-July)
Increase B
0y
26% 2l
Stable
53%

In tandem with the improved leasing activity and rental prospects for most of the industrial markets highlighted previously, market conditions

for the industrial sectors across the region have remained mostly in healthy balanced states despite the weaker economic outbok for 2020

which would intuitively have an impact on industrial sector. Going forward, while ee.commerce driven industrial space demand is expected to

increase further, the next wave of support will come from the bio-medical and pharmaceutical industries which have recently seen a boost in

demand as COVID-19 becomes more widespread.

Market Favourable

City Conditions
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Sydney Tenant
Jakarta
Singapore Tenant
Kuala Lumpur
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Beijing Tenant
Guangzhou
Shenzhen

Hong Kong Tenant

Mumbai
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Bangalore
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Kuala Lumpur
Bangkok
Manila
Phnom Penh
Seoul

Taipei
Shanghai
Beijing
Guangzhou
Shenzhen
Hong Kong
Mumbai
Delhi

Bangalore

Market Favourable

Conditions
(end-June)

| tearc |
| tenar |
| rear |
—»
[ tera |
[ Tera |
| tenar |
| tearc |

Tenant

Tenant

Tenant

Tenant

Tenant

Tenant

Tenant

Tenant

Market Favourable

City Conditions

Sydney Tenant
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Beijing
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7M19 7M20
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Capital Markets

Weak volumes continue, but more
interest in lower risk markets

In the period of July 2020
= Commercial transaction volumes down 39%year-on-year as at

July 2020
= Divergence between prime and secondary assets
= Yields across the region expected to expand in 2020

As at end duly 2020, Asia-Pacific commercial transaction volumes
have fallen 39%year-on-year to USB67.2 billion; led again mainly by
Sngapore and Hong Kong who have recorded 72%and 74%year-on-
year declines respectively. This despite the aggressive easing
witnessed by the region’s central banks over the past few months;

with some pushing their benchmark interest rates to historical lows.

However, certain core markets such as Australia are starting to
register renewed interests especially from cross border buyers
seeking out risk diversification opportunities within the region. An
example of this would be the US$1.39 billion (up 71%year-on-year)
of commercial investments Sngaporean investors have deployed in
Australia in the first half of 2020.

Commercial Transaction (USSbn)

7M20 7M19 7M20 7M19 7M20 7M19 7M20

South Korea Singapore Australia
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While transaction volumes have been on the decline, asset asking prices have started to show signs of stabilisation in the month of July as
investors recalibrated back their over bearish expectations. This can be seen from our brokerage sentiment survey results which at the end
of July saw only a sixth of the 18 markets we tracked reporting continued declines in asking prices; this was down from half back in May.
This also suggests there are fewer forced sellers aggressively off-loading assets, as many buyers may have expected. We expect that

transaction volumes will remain low given the disconnect between buyer and seller expectations.

Asking Prices

Asking Prices Asking Prices City

City (end-May) City (end-June) (end-uly)
Australia
Australia Australia
Auckland
Singapore
Kuala Lumpur Kuala Lumpur
Kuala Lumpur
Bangkok Bangkok Bangkok
Manila Manila Manila
Phnom Penh Phnom Penh T —
Tokyo Tokyo Tokyo
Seoul D o »
Shanghai Shanghai Shanghai
Guangzhou Guangzhou Guangzhou
Shenzhen Shenzhen Shenzhen
Hong Kong Hong Kong Hong Kong
Mumbai Mumbai Mumbai
Delhi Delhi Delhi
Bangalore Bangalore Bangalore

2020F Yield Forecast

Sydney

Melbourne
While prices are expected to remain stable for the
. . Singapore
foreseeable future, our expectations for commercial 6ap
yields (from an owner’s perspective) are slightly more Greater Kuala Lumpur
bearish; especially for retail assets which are likely to see o
expansionary pressure through the rest of this year.
Bangkok
- Jakarta
Nonetheless, we have started to see more enquiries for
sale-and-leaseback deals in recent months as owner Hong Kong
occupiers look to ease their balance sheets and investors Shanghai
simultaneously seek out assets with strong covenants
Beijing
and long-term lease commitments.
Japan

South Korea

India
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Residential

Be on guard as recovery continues

In the period of July 2020

= Recovery momentum sustained as markets easing continues
=  Market stability has led to increased asking prices

= Subsequent waves could quickly unwind all the recent gains made

The recovery momentum for the Asia-Pacific residential market looks to have remained on track as lockdown restrictions were gradually
eased over the past few months and the level of residential activity (e.g. in-person and show unit viewings) increased. This has led to a

firmer recovery in transaction volumes across the region with three quarters of the markets we surveyed reporting stable or improving

transaction volume activity.

City Transaction City Transacti Asking City Transaction Asking
(end-May) Volumes (end-June) Volumes Prices ( ly) Volumes Prices
— Sydney Sydney
Melb v ]
auckiand [N
[ Jakarta 0 ——
- Jakarta v
Singapore sinepore ]
Singapore v
uala tumpur [N
Bangkok Bangkok —
q Bangkol
anila
phnom pent [ Phnom Penh bhnom Penh
nom rPen
Tokyo Tokyo i
Tokyo
seoul
Taipei Tapel Taipe
: shanghai [N
Beijing Beijing T
Guangzhou Guangzhou Guangzhou
E—— Shenzhen Shenzhen
Hong Kong Hong Kong Hong Kong
Mumbai Mumbai Mumbai
Delhi Delhi Delhi
Bangalore Bangalore Bangalore

The same can be seen for asking prices, as we are seeing more markets reporting an increase in asking prices at the end of July (5)
compared to May (3). Most of this can be attributed to the build-up of pent up demand over the March to May months as buyers were
kept out of the market as a result of lockdown. Even more surprising was that the pent-up demand being released was sufficient to
hedge against any significant decline in prices. An example of this was Singapore which reported its Q2 2020 private home price index

rising 0.3%, as a surge of pent up demand was recorded from within its primary market.

Nonetheless, going forward, while we continue to expect housing demand to return and transaction volumes to improve further in the
coming months, supported by the lower for longer interest rate environment, the situation on the ground remains fluid and things could
turnaround quickly if the market were to be impacted by a sudden outbreak; as seen with Hong Kong and Melbourne. As such, we

maintain our cautiously optimistic outlook for the Asia-Pacific residential sector with prices to potentially decline around 5% this year.
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We like questions, if you've got one about our research, or would like some
property advice, we would love to hear from you.
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