£

4

Daniel Shih
Senior Director | Research | Hong Kong

& South China
+(852)2828 9888
daniel.shih@colliers.com

Antonio Wu
Deputy Managing Director | Hong Kong
+(852) 2822 0733
antonio.wu@colliers.com

ANNUAL HONG KONG INV
SURVEY REPORT 2018

|dentifying new opportunities amid market uncertainties

Colliers

INTERNATIONAL


mailto:Daniel.shih@colliers.com
mailto:Antonio.Wu@colliers.com

Summary & Recommendations

This year’s survey
expect the market to slow down in 2019;
Geopolitical risk has overtaken interest
rates and tightening liquidity as the most
critical risk; and Hong Kong should see &
healthy correction with sound economic
fundamentals and limited supply.

In addition, investors are still confident in
China’s |l ong term
we expect 2019 to offer new investment
opportunities in the Chinese market.

Hong Kong, Shanghai, Shenzhen ang
Beijing top the list as primary targets
for new investments.

Singapore, Tokyo and Seoul offer mo
core investment opportunities with
stronger potential for capital gain,
healthy yield spread, and market
liquidity.

Hong Kong industrial properties offer
the best upside while the residential
market is facing downward pressure.

Moderate interest in GBA but
residential development draws the
greatest attention.

We expect the Hong Kong investment
market tostabilisein H1 2019, but

investors should take advantage of the
current market adjustment to identify new
value-add opportunities.
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-50% ~ +5%

More than54% of respondents see
Hong Kong commercial property
prices moving within a range €%
to +5% in 2019.

Hong Kong 0%
Shanghai 46 %
Shenzhen 42%

are the Top 3 cities for
Hong Kong based investors.

15%

of investors consider the UShina
trade war as the top risk in 2019,
followed by rising interest rates and
tightening liquidity.

50%

of investors who are interested in

Greater Bay Area cities look for
residential development
opportunities.

This is the second consecutive year we release our Annual Investor Survey Report, which surveyed
pool of 70 developers, institutional investors and family offices based in Hong Kong. During the
preparation process, we had the privilege to havel@pth discussions with a diverse range of

investors who helped us discern the current market sentiment and future trends and challenges. We
would like to take this opportunity to express our gratitude to all participants for their contributions.

Daniel Shih
Senior Director

Research | Hong Kong & South China

Antonio Wu

Deputy Managing Director | Hong Kong

Capital Market & Investment Services | Asia
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EXECUTIVE SUMMARY

Senti ment in Hong
softened considerably in the last six months.
Buyers

while sellers have become more negotiable. The
total transaction volume for commercial
properties of HKD 30 million or above has
dropped by 78% in the third quarter of 2018, to
HKD 8.2 billion (USD 1.05 billion). Which has
some asking WI NB
downturn or is this merely an adjustment after a
multi-2 S+ NJ 6 dzf £ Nlzy KQ

With the Asia Pacific region (APAC) continuing to
enjoy the fastest economic growth in the world,
we believe the commercial property market will
probably benefit from more capital allocation
from other regions. Hong Kong could see a
moderate adjustment in 2019, but a fast
recovery should not be ruled out given the solid
economic fundamentals still in place. Overall, we
believe investors are in a healthy position and
ready to purchase at the right price level.

Our key findings from the survey include:

Geopolitical uncertainties
dominate investment sentiment

When making investment decisions in 2019, the
importance of geepolitical tensions have
overtaken economic factorssuch as rising
interest rates and the tightening of liquidity.

While investors can assess the impact of interest Strong interest in residential

rate hikes to their yield returns, it is difficult to

measure and price political risks. As a result, we

K0 n g Wwéuld RkblyPsBeta mhriet sidbuh flapAt @ s

compared to 2018.

China offers new opportunities

Chinese domestic investors are dealing with the
s del ever ag ipeligyandesegulaiton uneertaintied, a lack of

gover nment

58 KSI RAy3 Agptgning liquidiey. Roeeigpyinvestors should see

the opportunity to pick up new properties at
more acceptable price levels in 2019. Investors
have also indicated a strong appetite for
distressed assets or assets offered at discounts

by owners under pressure. Overall, investorsare shenz he n

still conf i dentermgdwthu t
momentum and focusing on Tier One cities.

Hong Kong: down, but not out

Investors are expecting property price changes
to be within-5%~+5% in 2019, implying a brief
and moderate adjustment. Those with liquidity
on hand are ready to return once the market
stablises Industrial properties have a greater
upside when compared to other properties,
although we are still waiting for more details
regarding the
revitalisationscheme.

The current price adjustments would offer
opportunities for longterm investors, such as
family offices.

Ghsi tay'eS cliognyg s

gover nment

development in the GBA

Investors have expressed moderate interest in

\ ‘ . HOo We Vi Greater Bay Area {GBA), bt rebidbdti& 7 € S t
hav eantsaekee™n aap p' ogdsthBapore, Tokyo and Seoul is on the rise. y (CBA),

development opportunities across all cities have
the greatest appeal. In contrast, interest in office
investment is concentrated in Guangzhou and

Shenzhen, the two leading GBA cities. However,

market knowledge and the requirement for RMB
transactions are the top three market entry
hurdles for many investors.

Shenzhen, a new gateway city

started to
GDP
and Guangzhou. However, compared to Beijing
and Shanghai, Shenzhen is still falling behind in
terms of market depth and the availability of
qualityen-bloc opportunities, as in the past the
market was dominated by stratsales to

domestic investors.

s new industrial

appe
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Il nvestors’ view on property transact.i LOOKING FOR BRIGHT
BEUING SPOTS IN APAC

1696 33% 51%

Geopolitical uncertainties and rising interest
rates are the two biggest concerns for 2019, still,
many investors are adamant about changing
their investment strategies. The APAC market

. R o should continue to benefit from additional

30%:"  36% 34% capital allocation by funds as they seek to
diversify their portfolios.

GUANGZHOU

Liquidity tightening has not been a major
constraint in fund raising so far. However, the
investors interviewed expressed interest in a
clear investment theme, a strong track record,
and a unique strategy as requirements for raising
new funds.

SHENZHEN SHANGHAI

HONG KONG
20%: 61% Regarding transaction volumes, investors expect

a slower market for Hong Kong and Chinese cities

in 2019. In contrast, Singapore, Tokyo and Seoul

offer more core investment opportunities,

mainly due to stronger potentials for capital

SINGAPORE gains, a healthy yield spread, and market

20963 61%-: liquidity. Southeast Asian cities, especially
Singapore, are perceived by some investors as
the major beneficiaries from the ongoing US

SYDNEY China trade war.

54% -z 34%

% of investors MELBOURNE

GOING UP

STABLE

.. GOING DOWN

Source: Colliers International
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Top investment targets for 2019
BARGAIN HUNTING IN CHINA

While the USChina trade war is the single most important risk for 2019,
many investors interviewed believe China’'s gr -~ tum wi |l |
continue. Tier 1 Chinese cities have remained primary investment targets for 220,

Hong Kongbased investors. SEOUL

Strong growth of the service industry in Tier 1 cities, especially Shanghai and 26%
Beijing, has made Gradkoffices primary targets. Investors prefer valad MELBOURNE
opportunities in urban core areas, such as conversions of existing hotel and

retail properties into office use.

469

SHANGHA|

Foreign investors, who have been | o

aggressive bidding in the last few years, believe that in recent months, the

market has turned in theiiavour. The current deleveraging policy and a very

tight liquidity environment in China have put many domestic investors under

pressure, and fund managers based outside China are hoping to acquire

assets at knocklown prices. Some investors told us that they had seen 29% 70 %
increasing deal flows and that price levels have started to become more 1LY HONG KONG
acceptable.

Searching for distressed assets or distressed owners should be a key strate¢
for foreign investors in 2019. Overall, we expect 2019 to be a very busy year
for foreign buyers in China, with their share of the market increasing. 39%

sUANGZHQ
41%

30% SINGAPORE
SYDNEY

38%

Asian Cities Hong Kong

Chinese Cities

Source: Colliers International
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HONGKONG,SMARKETATA l nvestors’ view of price

property sectors in 2019

CROSSROADS

As always, investment sentiment in Hong Kong has moved very fast in the
last six months. Following consecutive interest rate hikes by the US Federal
Reserve, many investors inandeag” Kong
approach. The transaction volume for offices has lost its momentum in Q3
2018, dropping to HKD8.2 billion (USD1.05 billion), a 78% QOQ decline.
Many are waiting for a clear market direction in H1 2019.

In general, investors interviewed do not share an overly bearish view and a
market collapse seems very unlikely unless Hong Kong enters into a
recession. Given liquidity is still readily available, many are waiting for the
opportunity to return once the price adjustment period is over.

The survey shows that most investors believe that the residential market
will see the largest downward adjustment pressure in 2019, with survey
respondents expecting a drop of betwedénand-15%. For other property
sectors, investors expect a more stable outlook, with price changes 204
between-5% and +5%.

The survey shows that many investors see industrial properties offering the
best returns in 2019. During interviews, investors are waiting for more
details to be released by the Hong Kong government regarding the next
round of the industrial buildingevitalisationscheme.

CONVERGING VS DIVERGING

Both converging and diverging forces should be on display in 2019:

qa°en

RESIDENTIAL

A Under the current extremely low yield environment, the majority of
investors will probably continue to focus their attention calwe-add
and opportunistic deals.

A On the other hand, the property value spread within the same district
may diverge further in a soft market. Quality properties in better
locations, e.g. those with direct access to MTR stations, will probably see % of investors expecting price changes for each sector
their prices holding firm while inferior properties may have to be sold at B >15% B -15%-5% Bl 5% +5% +5% +15%

a larger discount.
Source: Colliers International
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M O DERATE INTER EST IN THE G BA Market entry hurdles for investors in the Greater Bay Area

About 40% of the survey participants have expressed their interest in
investing in GBA cities in 2019. We believe the completion of two major : .
infrastructure projects in Q3 2018, namely the Hong k8hgnzhen Policy /.re.gulatlon
Guangzhou Express R&iR). and the Hong KorghuhaiMacau Bridge uncertainties
(HZMB), coupled with the Greater Bay Area Plan, have made the GBA a mo
popular destination for Hong Kong based investors. Among GBA cities,
Shenzhen and Guangzhou, the two leading cities, are considered as the mo
popular destinations. 29% of those surveyed, who are interested in the GBA
have shown interest in these two cities. RMB Transactions

Market entry hurdles

The survey result shows that policy and regulatory uncertainties are the
number one concern for potential investors interested in the GBA, as the
housing market has been tightly regulated. A lack of market knowledge and
RMBdominated transactions are also major factors deterring more
investment into the GBA. In contrast, there are a larger number of US dollar
denominated investment opportunities in Shanghai and Beijing.

Lack of marketing
knowledge

Overall, investment interest in the GBA real estate market by foreign

investors is still much lower than that of Shanghai or Beijing. We believe GE | |
cities and developers need to pron=—> ory and
a more transparent market in order to attract foreign institutional investors.

Hopefully, new market liquidity in the long run should attract more foreign
investments in the GBA.

Onshore deal

Popular cities and sectors structure

For those interested in the GBA, 50% are interested in residential
development sites across all GBA cities, followed by commercial
development sites (16%). Interest in office investment is concentrated in

Shenzhen and Guangzhou, which offer a growing GAadifice supply. Price too

While logistics properties have received some interest, the completion of 28 % high/yield too low
HZMB has not made Zhuhai a top destination for new warehouse

investments even though the travelling time between Hong Kong and Zhuhai
has been substantially reduced.

Source: Colliers International
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SHENZHEN: A NEW GATEWAY
CITY?

Among all GBA cities, according to some investors interviewed, Shenzhen
has a good opportunity of becoming a new Asian gateway city in China, after
Shanghai and Beijing, attracting more foreign institutional investors. Ellerd O]
Shenzhen has the strongest economic performance among Tier 1 cities in A I
China, with a Q3 GDP growth of 8.1% YOQOY, and unlike Beijing and Shar-"
its service industry has just started to take off. With a strong economy = DONGGUAN
close proximity to Hong Kong, Shenzhen has the potential to become . . 149

gatewaycity.
'S o0 \
\ SHENZHEN

29%

However, in recent years the Shenzhen property market has been ) J@[
dominated by domestic investors and strétitle sales which have driven up
property prices to an unsustainable level. A lack of quelitiploc

i nvest ment opportunities has al so |
foreign investors. Overall, Shenzhen needs to break the negative spiral of
low market liquidity, a lack of institutional investors, and limiezgbloc
investment opportunities in order to attract the participation of more

foreign investors. In recent land sales, the government added specific
conditions requiring longer holding periods, i.e-\léar periods, by

developers and nosstrata sales for the property, which would increase

future en-bloc investment opportunities.

ZHONGSHAN

A 14%

ZHUHAI

18%
Changes are on the way =

Our survey has shown that more investors have put Shenzhen on their radar
as Shenzhen is the third most popular city targeted by investors. Given the
59.2 millionsqft (5.5 millionsqgm) of new supply scheduled over 202822,

we expect new investment opportunities to appear at a faster rate, notably
in urban renewal projects and the conversion of industrial zones into new
business parks. The housing rental market promoted by local government
should also become a new investment focus. However, to facilitate foreign Logistics Office
institutional investment, we believe Shenzhen should exploit its proximity to property <" property
Hong Kong and look for ways to smooth the flow of capital between the two
cities. With the GBA plaemphasising greater flow of capital, business and
people among GBA cities, we expect the number of active foreign and Hong
Kong investors in Shenzhen to increase in coming years.

Residential Commercial Retail
land land dnch property

Source: Colliers International
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About Colliers International Group Inc.

Colliersinternational Grouplnc. (NASDAQCIGIXTSXCIGI)s atop tier globalreal estate servicesand investmentmanagemenicompanyoperatingin 69 countrieswith a workforce of more than 13,000 professionals
Colliersis the fastestgrowingpubliclylisted globalreal estateservicesand investmentmanagementompany with 2017 corporaterevenuesof $2.3 billion ($2.7 billion includingaffiliates) With an enterprisingculture

and significantemployeeownershipand control, Colliersprofessionalsprovide a full range of servicesto real estate occupiers,ownersand investorsworldwide, and through its investmentmanagementservices
platform, hasmore than $25 billion of assetsunder managementrom the w o r Imdst respectedinstitutional real estateinvestors

Colliersprofessionalghink differently, sharegreatideasand offer thoughtful and innovativeadviceto acceleratethe succesf its clients Colliershasbeenrankedamongthe top 100globaloutsourcingfirms by the

International Associatiorof OutsourcingProfessional$or 13 consecutiveyears,more than anyother real estate servicedirm. Colliersis rankedthe numberone property managerin the world by CommerciaProperty
Executivefor two yearsin arow.

Colliersis led by an experiencedeadershipteam with significantequity ownershipanda provenrecord of deliveringmore than 20%annualizedreturns for shareholdersover more than 20years

Forthe latestnewsfrom Colliers,visit our websiteor follow uson

Copyright © 2018 Colliers International
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