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An HVS Quarterly Hotel Market Update

In hopes to finish the year with strong performance, tourism bureaus and hotel markets relentlessly
battled the struggles against the unfavourable economic shadows casted across Asia.

Hong Kong
FIGURE 1: HONG KONG VISITOR ARRIVALS Third quarters are historically the peak seasons for
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0% exception of USA which registered a 0.6% YoY
increase at 264,000 arrivals. Mainland Chinese
Source: Hong Kong Tourism Board visitors continued to dominate with a market share
of 78.9%; 11.9 million arrivals were recorded in the

third quarter. The pressure from the decline in the number of Chinese visitors, however, remains evident

in 2015 with three consecutive quarters posting negative YoY changes. At the same time, the globalisation

of tourism encourages Chinese visitors to discover destinations outside of Asia and regionally Japan is
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becoming increasingly popular. While Mainland China posted a 7.3% YoY decrease, South Korea was
negatively impacted as a result of the Middle East Respiratory Syndrome (MERS) outbreak in June. The
Hong Kong Tourism Board reported 265,000 visitor arrivals from South Korea, a significant 20.3% YoY
decrease compared to same quarter in 2014. At a smaller scale, Taiwan and Japan visitor arrivals both
dropped slightly by 2.2% compared to third quarter in 2014, registering 543,000 and 290,000 arrivals.

The situation of overnight visitor arrivals mirrored that of total visitor arrivals as overnight visitor
arrivals represent 46.4% of total visitor arrivals. Overnight visitor arrivals also recovered from previous
quarter due to visitation seasonality with 7
FIGURE 2: HONG KONG OVERNIGHT VISITOR ARRIVALS

million arrivals. Slightly more affected than same- 8 5%
day visitor arrivals overnight visitor arrivals
registered a 6.7% YoY decline or approximately
515,000 fewer arrivals, compared to same period
in 2014. Mainland China and South Korea
suffered setbacks in the quarter. There were 5
million Chinese overnight arrivals, 8.4% YoY
decrease, and 195,000 South Korean overnight
arrivals, 20.4% YoY decrease. On the bright side,
USA, Taiwan, and Japan posted positive visitor
arrivals YoY changes for the quarter. USA
registered 186,000 arrivals at 1.9% YoY increase,
Taiwan 237,000 at 1.8%, and Japan 174,000 at
0.4%. This trend shows that Hong Kong is slowly
regaining in key source markets that were overshadowed by years of rapid growth in mainland Chinese
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Hong Kong High-Tariff A-Hotel Market Performance

FIGURE 3: HONG KONG HIGH-TARIFF A-HOTEL MARKET PERFORMANCE
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Although High Tariff A hotels were able to modestly recover from a poor second quarter in the third,
performance in 2015 trailed 2014. In the third quarter, High Tariff A hotels finished with an average rate
of HK$2,096 at an occupancy of 82%. In comparison to same period in 2014, average rate declined by
9.9% YoY and occupancy decreased by 4 percentage points YoY. Hence, RevPAR slid by 14.1% YoY at
HK$1,710, down by $280. Although Hong Kong hotels are navigating a slower market, hoteliers hope to
recover in the fourth quarter with the holiday seasons.

FIGURE 4: HONG KONG OVERALL HOTEL MARKET SUPPLY COMPARISON
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High Tariff A | 17,522 | 17,522 | 17,522 | 17,522 | 17,522 | 17,522 | 18,038 | 18,038 | 18,038 expand as current constructions and

High Tariff B | 26,780 | 26,999 | 27,197 | 27,198 | 27,294 | 27,424 | 27,052 | 27,349 | 27,513
Medium Tariff | 19,530 | 19,845 | 21,038 | 21,234 | 21,452 | 21,841 | 22,233 | 22,625 | 22,875
Unclassified | 5211 | 5527 | 4,685 | 4,938 | 5581 | 5794 | 5893 | 5661 | 5507
Guesthouses | 7,441 | 7,579 | 9,769 | 9,940 | 10,269 | 10,595 | 10,917 | 11,185 | 11,445

developments finish.

Source: Hong Kong Tourism Board
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Macau

Typically during the summer holidays, leisure
destinations around the world are boosted by
an influx of leisure tourism with students and
families taking time off and travelling. The same
story rings true for Macau in the third quarter.
The World’s Gaming Capital received 8.1 million
visitor arrivals in the quarter, looking to reverse
a negative trend that commenced in the fourth
quarter of 2014. Visitor arrivals in the third
quarter recorded a 1.8% YoY decline compared
to same quarter in 2014, attributable to the
South Korean and mainland Chinese markets.
MERS discouraged not only inbound travel to
Korea but also outbound travel to rest of Asia. In

FIGURE 5: MACAU VISITOR ARRIVALS

9 30%
South Korea

8 Mainland China

25%

'g 7 . Japan 20%

2 I Hong Kong

E 6 I Taiwan 15%

z Others

[

2 5 = = YOYChange - 10%

& PR / S ~L - \

54 7 (N / 5%

E=4 \

@ 7 N/

>3 0%

3

8

s$2 -5%
1 -10%
0 -15%

1013 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15

Source: Macau Government Tourism Office

Macau, South Korea posted a dramatic 23.4% YoY decline, with 117,000 arrivals this quarter. Mainland
China, one of the key source markets for Macau, continued its negative trend in visitor arrivals even as
Macau introduced new inventory to attract more visitors. The city posted 5.4 million Mainland Chinese
visitor arrivals this quarter, a 3.1% decline from third quarter of 2014. On the other hand, other key
feeder markets scored positive YoY changes. Hong Kong posted 1.8 million arrivals (+4.2%), Taiwan had
270,000 arrivals (+2.9%), and Japan had 77,000 arrivals (+1.3%).

FIGURE 6: MACAU OVERNIGHT VISITOR ARRIVALS
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FIGURE 7: MACAU GAMING REVENUE
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For the first time since 2013, overnight arrivals achieved
a positive YoY change facilitated by an increase in supply.
In the third quarter, Macau accommodated 3.9 million
overnight visitors, which is 0.1% growth from same
period in 2014. The openings of JW Marriott, Ritz-Carlton,
and Studio City Macau and additional future openings
are set to support growth in overnight visitor arrivals in
the near future. The slight increase was a result of YoY
declines from South Korea and China with 62,000 (-
19.8%) and 2.5 million (-4.0%) overnight arrivals
respectively, and YoY increases from Hong Kong, Taiwan,
and Japan with 886,000 (+16.3%), 126,000 (+9.2%) and
45,000 arrivals (+0.8%). Special promotions during
holidays helped drive visitor arrivals here.

The Gaming sector continued to struggle in the third
quarter. Compared to same period in 2014, gaming
revenues registered a 34.6% YoY decrease from
MOP83.1 billion to MOP54.4 billion. However, overall
supply of gaming tables and slot machines
maintained a constant growth this quarter, a 7%
growth compared to 2014. VIP Baccarat and Baccarat
remained as top performers inside the casinos. VIP
Baccarat earned MOP29 billion, 53.3% of total
gaming revenue. Baccarat followed behind with
MOP19 billion at 34.5%. Casinos hope to maximise
the revenue potential of these two games with the
steady addition of gaming tables.

MACAU | 6
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China

China visitor arrivals plateaued in third quarter
as the total visitation remained roughly the same
as the previous quarter. Nonetheless, visitor
arrivals actually experienced a 3.5% YoY growth
compared to same quarter in 2014, totalling 33.5
million arrivals. Excluding the two biggest
markets of Hong Kong and Macau which posted
healthy growth at 3.5% and 3.1% YoY
respectively, the other feeder markets recorded
8.1 million visitor arrivals. Of this subtotal,
Taiwan and, surprisingly, South Korea
constituted the largest share of arrivals at 1.4
and 1.1 million arrivals this quarter, respectively.
Taiwan visitor arrivals grew by 1.3% YoY while

FIGURE 8: CHINA VISITOR ARRIVALS
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* Excluding Hong Kong and Macau

South Korea grew at 0.9% YoY. This shows that China weathered the MERS outbreak better than Hong
Kong and Macau did. USA maintained the same level in visitation as in the third quarter of 2014 with
507,000 arrivals (+0.8% YoY). Two major markets that caused concern were Japan and Russia. As a result

of the devaluing currencies and struggling economies, China recorded 648,000 visitor arrivals (-7.1% YoY)

from Japan and 487,000 (-22.2% YoY) from Russia in the third quarter.

Taiwan

FIGURE 9: TAIWAN VISITOR ARRIVALS
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The Taiwan tourism sector recovered in the third
quarter of 2015, closing in on the all-time high in
the fourth quarter of 2014. Despite recording an
overall 5.5% YoY increase with 2.56 million
visitor arrivals, Japan experienced some
difficulties with 103,000 visitors, a YoY decline of
1.0%. Conversely, Mainland China, which has a
market share of 41.5% of total visitor arrivals,
increased by 6.8% YoY, reaching 1.1 million
visitor arrivals. Unlike Hong Kong and Macau,
Taiwan was able to welcome more Mainland
Chinese visitors than in the same period in 2014.
While Mainland China registered a 6.8% YoY
increase, Hong Kong, USA, and South Korea

followed suit as well. 422,000 visitors (+9.1%YoY)

with Hong Kong passports passed through the Taiwanese borders in the third quarter. 107,000 visitors
(+2.3%YoY) with USA passports and 146,000 (+23.7% YoY) with South Korean passports were processed
through immigration. Visitor arrivals for Taiwan in third quarter proved one thing: South Koreans

maintain their interests for holidays in Taiwan while also travelling to new destinations facilitated by

improved airlift.
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China Hotel Market Performance
FIGURE 10: TOP 10 HOTEL MARKETS IN CHINA, Q3 2015

2015 has been a rocky year for the Asian hotel 700 95%
Average Room Rate
industry. In anticipation of the third quarter 600 = ReVPAR 90%
business upturn, overall hotel performance in Occupancy 859
China remained lacklustre. While the economic z 500
slowdown continues to affect China, several E 400 80%
markets, however, prevailed with favourable £ 300 75%
results for the quarter. Without a surprise, % 70%
commerical giants Shanghai and Beijing placed 200 65%
first and third respectively, alongside the tropical 100 60%
paradise Sanya in second place in terms of 0 559%
overall market performance. In this quarter, (\Q}\"b\ %%o@ é,\&oo & %@o é@o & 05\@ @\% «$°°
Shanghai posted a 9.4% YoY increase in RevPAR ° AT Y @ of%

of RMB442 with 67.6% occupancy and RMB654

average rate. Sanya maintained second place

with RMB390 in RevPAR, derived from a slightly

higher average rate of RMB655 and a moderate occupancy rate of 59.6%. Third place Beijing market
finished with a 7.2% YoY growth in RevPAR of RMB338 at 67.1% in occupancy and RMB503 in average
rate. As other top ten hotel markets drove RevPAR through average rate, Lhasa, Changsha, and Guiyang
went for volume. All three markets scored above 75% in occupancy rate, Lhasa even surpassing 80%.

Source: China National Tourism Administration (CNTA)

Interestingly enough, smaller markets ranked in

FIGURE 11: TOP 10 FIVE-STAR HOTEL MARKETS IN CHINA, Q3 2015 the top three for top five-star hotel markets.
1,800 mAverageRoomrate  100%  Lhasa, not only with its impressive market-wide
1,600 RevPAR 95%  occupancy levels in the third quarter of 2015, but

Occupancy 90% its relatively small five-star market outperformed

1,400
85%  in terms of average rate topping the top five-star
80%  hotel market list. Although the occupancy rate was

| 75%  only 62.6%, Lhasa recorded a strong average rate
'b(\\\’b

65% RevPAR of RMB1,013, a 19.8% YoY boost
60%  compared to RMB845 from the same quarter in
55% 2014. Coming in second, Harbin maintained its
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s0%  ususally high occupancy level of 78.9% and
RevPAR of RMB734, despite posting a 6.5% YoY
decline in RevPAR. Unlike Lhasa, Qingdao
completed the quarter with a better RevPAR than
it did in third quarter 2014. At a small 1.8% YoY
growth, Qingdao attained a RevPAR RMB650. Over the past year, Shanghai has expanded its supply of
five-star properties by six hotels. The Shanghai five-star market registered a 6.5% YoY increase in
RevPAR, lifting from RMB577 to RMB615 supported by healthy average rate performance. As the other
business hub of China, Beijing experienced a minor boost as well. Compared to Shanghai, Beijing
benefited from a higher occupancy level of 69% but on a lower average rate of RMB808. Smaller markets
such as Xining, Lijiang, Lanzhou, and Jinan capitalised on their yield strategies and made their way onto
the top ten list. Overall, the top hotel markets in China defied the slump in the second quarter. However,
through the third quarter of 2015, performance, nonetheless, struggled to stay on par with 2014.
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Source: China National Tourism Administration (CNTA)
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Hotel Market Performance

FIGURE 14: HOTEL MARKET PERFORMANCE IN HONG KONG, MACAU AND TAIWAN

Hong Kong Occupancy (%) 87.3 88.1 89.9 91.2 87.1 87.8 89.9 90.3 90.7 88.7 89.9 89.7 857 837 86.2
Average Room Rate (HKS) 1,483 1,415 1,414 1,644 1472 1,379 1,359 1,581 1,49 1,430 1,412 1,555 1,423 1,250 1,228
RevPAR (HKS) 1,295 1,246 1,270 1,500 1,282 1,210 1,222 1,427 1,356 1,268 1,269 1,394 1,219 1,046 1,058
RevPAR YOY Change (%) 13.3 10.5 10.7 4.8 -1.0 -2.9 -3.8 -4.9 5.8 4.8 39 -23 -10.1 -17.5 -16.6
Macau Occupancy (%) 87.5 83.1 88.9 88.8 85.7 87.6 90.8 919 909 90.3 90.7 90.0 825 824 849
Average Room Rate (MOP) 1,476 1,362 1,370 1,473 1459 1,392 1,436 1,559 1,633 1,554 1,587 1,639 1,618 1,439 1,429
RevPAR (MOP) 1,292 1,131 1,217 1,308 1,251 1,220 1,304 1,433 1,484 1,403 1,439 1,475 1,334 1,185 1,213
RevPAR YOY Change (%) 16.4 0.3 2.5 -1.0 -3.2 7.8 7.1 9.5 187 15.0 103 3.0 -10.1 -15.5 -15.7
Taipei Occupancy (%) 75.5 79.2 73.8 83.7 75.6 73.9 71.8 854 780 760 742 842 758 732 733
Average Rate (TWS) 3,975 4,182 3,930 4,258 4,388 4,437 4,061 4,520 4,472 4,598 4,322 4,683 4,625 4,603 4,603
RevPAR (TWS) 3,003 3,314 2901 3,564 3,316 3,277 2,914 3,860 3,488 3,493 3,205 3,945 3,507 3,371 3,373
RevPAR YOY Change (%) 7.5 18.6 10.9 79 10.4 -1.1 0.5 8.3 5.2 6.6 10.0 2.2 05 -35 5.3
Kaohsiung  Occupancy (%) 61.3 68.6 66.7 71.7 60.1 64.7 67.4 722 719 727 665 728 66.8 693 69.2
Average Rate (TWS) 2,721 2,302 2,387 2,380 2,687 2,332 2,438 2,421 2,491 2,357 2,342 2,315 2,576 2,341 2,342
RevPAR (TWS) 1,669 1,579 1,593 1,706 1,614 1,509 1,644 1,749 1,791 1,713 1,558 1,686 1,721 1,622 1,621
RevPAR YOY Change (%) 9.8 4.2 -1.0 -1.9 -3.3 -4.4 3.2 25 110 135 53 -36 -39 53 4.1
Taichung Occupancy (%) 71.9 78.9 74.5 79.6 68.3 66.1 67.1 728 658 684 689 77.0 685 655 655
Average Rate (TWS) 2,603 2,272 2,440 2,438 2,675 2,458 2,475 2,468 2,564 2,393 2,467 2,429 2,642 2,405 2,405
RevPAR (TWS) 1,871 1,792 1,818 1,941 1,828 1,625 1,660 1,797 1,688 1,638 1,700 1,870 1,811 1,574 1,575
RevPAR YOY Change (%) 14.6 9.2 16.9 0.0 -2.3 9.3 -8.6 -7.4  -7.7 0.8 2.4 4.0 73 -39 -73

Source: HKTB, MOTC, MGOT

FIGURE 15: THIRD QUARTER REVPAR CHANGE AND SIZE OF OVERALL HOTEL MARKET IN 50 CITIES IN CHINA
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FIGURE 16: FIVE-STAR HOTEL PERFORMANCE OF 15 KEY MARKETS IN CHINA
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