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FIGURE 1: HONG KONG VISITOR ARRIVALS
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An HVS Quarterly Hotel Market Update

The setback from the decline in Mainland China visitation levels has extended into the first quarter of
2016, negatively impacting hotel markets across the region, especially in Hong Kong and Macau.

Hong Kong

2015 was a rather difficult year for Hong Kong.
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historically strong first quarter experienced a slump
with Mainland China recording only 10.4 million
arrivals, a 15.1% decrease from first quarter of 2015.
Depsite the strained relations between Hong Kong and China through 2015 and into 2016, arrivals from
other major feeder markets held their grounds. As a result of the strong effort to recover from a brief
recession, Japan’s improved economy led the country to register the highest YoY change among all major
feeder markets with YoY of +6.5% with 264,000 arrivals, a 16,000 increase from first quarter of 2015.
Trailing behind Japan was Taiwan with a YoY of +3.9% with 484,000 arrivals. In addition, both South
Korea and USA recorded positive YoY changes as well, at 1.9% with 372,000 arrivals and 1.8% with
279,000 respectively. Although all major feeder markets increased their visitor counts, the decline from
Mainland China impacted Hong Kong much more given its dominant 75.9% share of total visitor arrivals.

In comparison, overnight visitor arrivals did not suffer as severly. During the first three months of 2016,
slipped by 5.8%. Despite the moderate decline, the major feeder markets played the same role as they did

in the overall visitor arrivals. Mainland China,  FIGURE 2: HONG KONG OVERNIGHT VISITOR ARRIVALS
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from Mainland China. To futher suppport the effort
by Japan, Taiwan registered 14.4% YoY increase with
204,000 overnight visitors to Hong Kong. Although
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comparatively not as strong, South Korea and USA
also contributed to positive growth. 286,000 South  source: Hong Kong Tourism Board

Koreans were recorded to have stayed overnight in

Hong Kong in the first quarter, while 197,000 Americans were recorded. Yet, the scale of these feeder
markets still pales compared to the decline of overnight visitors from Mainland China. This ‘new normal’
will continue to challenge the tourism and hotel industry in the short-to-medium term.
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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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Reflecting the decline in visitation levels, the Hong Kong hotel market endured a full year of RevPAR
declines. The impact was specially apparent in the High-Tariff A Hotel market, consisting of luxury and
upscale hotels that generally prosper in global cities and yield more effectively during market
compression. Over the first three months of 2016, High-Tariff A Hotels posted a modest performance only,
falling short of that in the first quarter of 2015. Occupany decreased by 2.2 percentage points to 83.5%
while average rage declinde by 9.3% YoY to HK$1,291. Conversely, RevPAR for the quarter dropped to
HK$1,077 at-11.6% YoY.
FIGURE 4: HONG KONG OVERALL HOTEL MARKET SUPPLY COMPARISON
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Macau

An hour ferry ride away from Hong Kong is
another popular tourist destination: Macau.
Similarly to Hong Kong, 2015 proved a rocky
year for Asia’s Gambling Capital. The first
quarter of 2016, however, was a silver lining for
the city as the almost year-long decline of
visitation levels came to an end. Although the
city registered a mere 0.6% YoY increase in
visitors compared to the first quarter of 2015,
this positive change was good news for Macau.
The city was able to build momemtum from its
0.2% YoY increase from the previous quarter.
Notably arrivals from Mainland China recorded
a 1.7% YoY decline with 4.9 million arrivals.

FIGURE 5: MACAU VISITOR ARRIVALS
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Source: Macau Government Tourism Office

Once again, Taiwan and Japan doubled down during the quarter. Taiwan registered 11.6% YoY growth
with 251,000 arrivals, while Japan posted 11.0% YoY growth with 75,000 arrivals to Macau. As Macau'’s
neighbor, Hong Kong helped build Macaus’ positive momentum at 1.6 millions visitor arrivals or +3.6%
YoY growth. Coming in closely behind in fourth place was South Korea with 174,000 arrivals at +3.1%

FIGURE 6: MACAU OVERNIGHT VISITOR ARRIVALS
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Source: Macau Government Tourism Office

2% increase, Macau recorded 125,000 overnight visitor
*® " arrivals from Taiwan. Hong Kong as the good neighbor,
posted a 20.0% YoY increase for the first quarter with
755,000 overnight arrivals. South Korea registered a

double-digit YoY growth of 12.3% with 86,000 overnight arrivals. Last but not least, Mainland China,
albeit the economy decline, recorded a positive YoY increase of 4.9% to 2.3 million overnight arrivals.

FIGURE 7: MACAU GAMING REVENUE
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sox Gloom prevailed as Macau saw its gaming revenues

falling short of a recovery in the first three months of
™ 2016. After a battering 2015, the gaming industry
4% took a heavy toll. Fortunately, Macau was able to start
reversing the trend, posting a -13.3% YoY change for
first quarter with MOP 56 billion in revenue.
Compared to same quarter of 2015, this was an

0% iImprovement, perhaps some early signs for recovery.
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However, the revivial of gaming in Macau will require

time. Regardless of the expansion of game tables, VIP

s0% Baccarat cashed in MOP 30 billion while Baccarat
earned only MOP 19 billion, declines of 19.3% YoY
and 6.5% YoY respectively.
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Taiwan

FIGURE 8: TAIWAN VISITOR ARRIVALS
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Captializing on the ongoing city developments
and tourism promotions and campaigns, Taiwan
again demonstarted solid rising
popularity with strong performance in the first
quarter of 2016. Overall visitor arrivals recorded
10.6% YoY growth from the same quarter in 2015.
1.1 million

once its

Out of the 2.8 million arrivals,

travelled from Mainland China, registering a 12.7%

YoY growth. Accounting for 16.8% of the visitor
arrival share, Japan recorded 475,000 arrivals
with a 20.9% YoY increase. As a relatively
affordable destination for vacation-hungry Hong
Kong people, Taiwan has always been a top
destination for vacationing. In the first three
months of 2016, Hong Kong posted a remarkable
YoY increase of 30.3% with 373,000 visitor

arrivals. Among the major feeder markets,, both South Korea and Japan also recorded positive YoY
changes of 19.6% with 218,000 arrivals and 8.0% with 118,000 arrivals, respectively. Taiwan kickstarted
2016 with tremendous results across the board. It hopes to carry on with the upward trend for the next

several quarters.

Hotel Market Performance

FIGURE 9: HOTEL MARKET PERFORMANCE IN HONG KONG, MACAU AND TAIWAN
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HVS.com

About HVS

HVS, the world’s leading consulting and services
organization focused on the hotel, mixed-use, shared
ownership, gaming, and leisure industries, celebrated its
35th anniversary last year. Established in 1980, the
company performs 4,500+ assignments each year for hotel
and real estate owners, operators, and developers
worldwide. HVS principals are regarded as the leading
experts in their respective regions of the globe. Through a
network of more than 35 offices and more than 500
professionals, HVS provides an unparalleled range of
complementary services for the hospitality industry.
HVS.com

Superior Results through Unrivalled Hospitality Intelligence.
Everywhere.

HVS ASIA PACIFIC is represented by seven offices in Hong
Kong, Bangkok, Beijing, Shanghai, Shenzhen, New Delhi
and Singapore. HVS also hosts four of the main annual
industry events in the region, namely the China Hotel
Investment Conference (CHIC) in Shanghai, Hotel
Investment Conference South Asia (HICSA) in India and
Tourism, Hotel Investment & Networking Conference
(THINC) Indonesia in Bali, and THINC Sri Lanka in Colombo.

The Hong Kong team has worked on a broad array of
projects that include economic studies, hotel valuations,
operator search and management contract negotiation,
development strategies for new brands, asset
management, research reports and investment advisory
for hotels, resorts, serviced residences and branded
residential development projects. HVS Hong Kong’s clients
include New World Development, The Wharf, Sun Hung
Kai, Samsung, SK, Lotte, Taj Hotels and Resorts, Agile
Property Holdings, Citibank and LaSalle Investment
Management, amongst others.
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