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An HVS Quarterly Hotel Market Update

Mixed signals from markets across Greater China, as long-haul markets continue to struggle. While

regional travel is strengthening, hotel markets have yet to see an upside.

Hong Kong

Hong Kong received 14.0 million visitors in the
first quarter of 2014, reflecting a 9.6% year-on-
year (YOY) growth from 2013. This was the first
time for visitor arrivals to slow down to single-
digit growth since the first quarter of 2010,
mainly attributable to lacklustre growth in the
dominant mainland Chinese market and the
decline of the Taiwanese market — the two largest
source markets. There were 10.6 million visitors
from mainland China, accounting for 76.3% of
total visitor arrivals; figures were up 12.1% YOY
but were 8.2 percentage points lower than the
20.3% YOY growth in the first quarter of 2013.
The Taiwanese market declined by 2.9% in the
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same period. On the positive side, the South Korean market continued to rapidly expand, registering
12.5% growth to surpass Japanese market and firmly position itself as the third-largest source market in
Hong Kong. Nevertheless, Japan continued its gradual recovery in outbound tourism, recording 1.3% YOY
growth. The Japanese market only started to recover since Q4 2013, after registering declines in excess of
20% for four successive quarters since Q3 2012 due to political fallout with China and the depreciation of
the yen. Among the long-haul markets, visitor arrivals from the US declined by 2.2% and from Australia
by 8.4%. Growth from European countries remained flat at less than 1.0%.

FIGURE 2: HONG KONG OVERNIGHT VISITOR ARRIVALS
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Despite a 13.5% increase in overnight visitor
arrivals, overnight visitor arrivals as a share of
total visitor arrivals slid from 46.9% in the first
quarter of 2013 to 46.1% over the same period
in 2014. This was mainly attributable to 20.9%
growth in day-trip mainland Chinese travellers
from 5.6 million to 6.7 million, as well as to
declines in overnight visitor arrivals from long-
haul markets. However, visitors from Asia-
Pacific still supported growth in overnight
arrivals, particularly as the number of
mainland Chinese overnight visitors increased
by 18.8% YOY. Visitors from Macau also rose
1.9%. Notably, three other marketsin Asia-
Pacific - South Korea, Indonesia and
Singapore - each registered over 20% YOY

growth, while Japan recorded a 3.4% increase. Among the long-haul markets, the majority of European
countries and the USA posted single-digit percentage declines in visitor arrivals growth, while Canada
increased by 1.1%; the combined Oceania markets fell by 7.4%.
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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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The first quarter of 2014 saw a continuous increase in demand in the High-Tariff A-Hotel Market while
supply remained limited. Currently, there are total of 34 hotels in this category with 17,522 rooms in the
market, unchanged since the first quarter of 2012. With high land and development costs for High-tariff A
Hotels, development project pipelines are limited. Nonetheless, despite a decline in the traditional high-
spending long-haul US and European markets, the recovery of the Japanese market and an increase in the
purchasing power of mainland Chinese aided the performance of the High-Tariff A-Hotel Market. The
occupancy level for this market improved by four percentage points from 83.3% in the first quarter of
2013 to 87.3% in the same period in 2014. Furthermore, the marketwide average rate increased by 1.6%
YOY from HK$2,455 to HK$2,494, nearly approaching the HK$2,500 mark. Hence, RevPAR performance
also improved by 6.4% YOY to HK$2,179 in the first quarter of 2014.

FIGURE 4: HONG KONG OVERALL HOTEL MARKET COMPARISON
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From the first quarter of 2011, the premium that High-Tariff
A hotels have attained over High-Tariff B and Medium-Tariff
hotels has increased continuously. With the highest average
room rates and limited additions to supply, High-Tariff A
hotels could more easily drive RevPAR performance every
year. In 2011, the annual average RevPAR performance of
High-Tariff A hotels was HK$1,895, 85% higher than High-
Tariff B hotels (HK$1,026), and 189% (HK$658) more than
Medium-Tariff Hotels. In 2012, the difference was 87% and
190% respectively, and 89% and 196% in 2013. As of year-to-
date March 2014, the premium (HK$2,048) is 92% higher
than the High-Tariff B (HK$1,083) and 216% more than the
Medium-Tariff hotels (HK$692).

HONG KONG HIGH-TARIFF A-HOTEL MARKET PERFORMANCE — | PAGE 4
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FIGURE 5: MACAU VISITOR ARRIVALS
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market was mainly caused by the country’s political crisis, which intensified in November 2013 and
continued throughout the first quarter of 2014. Notably, the South Korean market performed strongly,
registering 18.1% YOY growth with the expansion of low-cost carrier routes. Furthermore, for the first

time after continous declines of over 20% in the previous five quarters, Japan finally recovered with 6.7%

YOY growth in the first quarter of 2014. As for other Asian markets, visitor arrivals from Singapore and
Indonesia increased by 8.8% and 6.9%, respectively. Among long-haul markets, the majority of the
European and Oceania markets remained flat or declined by single-digit percentages.
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FIGURE 7: MACAU GAMING REVENUE
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Guangdong province, the visitor mix is changing, with

increasing numbers of Beijing and Shanghai players, who are

. o considered to be “higher spending” and “longer staying. ”
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 YD ¥TD Macau’s share of visitors from Guangdong province

1at at registered a decline from 47% in Q1 2013 to 44% in Q1 2014.

Source: Macau Statistics and Census Service
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China FIGURE 8: CHINA VISITOR ARRIVALS

China’s international visitor arrivals continued to
decline, falling 5.9% YOY to 30.2 million visitors ,
in 1Q 2014. The Hong Kong and Macau markets
contracted by 7.9% and 2.5% YOY, respectively;
Hong Kong and Macau together accounted for
76.7% of total visitor arrivals. All top five markets
(excluding Hong Kong and Macau) also continued
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Mainland ChinaVisitor Arrivals

to slow: Japanese visitor arrivals further declined
by 8.4%, while Taiwan, the USA and South Korea
respectively recorded YOY declines of 2.5%, 2.0%,
and 1.0%. All Southeast Asian markets, including 4Q11 1Q12 2012 3Q12 4Q12 1Q13 2Q13 3Q13 4Q13
Thailand, Indonesia and Malaysia, declined by

single-digit percentages as well. On a positive Source: China National Tourism Administration

note, among Asian markets Mongolia, Pakistan * Excluding Hong Kong and Macau

and India increased by single-digits. In general,

the decline in total international visitor arrivals was mainly due to slowing economic growth in China, the
appreciation of the Renminbi and concerns with regard to greater pollution, according to the China
National Tourism Administration. Also, while other countries in the region have introduced visa waiver
programmes and other efforts to boost tourism, China still has not launched any active tourism
promotion programme. With regard to long-haul markets, visitor arrivals from the Americas and
European countries continued to decrease by single-digit percentages, on average; while figures for the
combined Oceania markets declined 12.7%.
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FIGURE 9: TAIWAN VISITOR ARRIVALS Taiwan
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The first quarter of 2014 saw 24.1% YOY
growth in total visitor arrivals to 2.3 million,
attributable to a 37.4% increase in tourists from
mainland China, as well as 3.7% growth in
tourists from Hong Kong and Macau. Mainland
China continued to dominate the market,
accounting for 42.2% of total visitor arrivals,
and for more than half of total visitor arrivals
(54.1%) together with Hong Kong and Macau.
The Japanese market followed, registering

24%

18%

Japan
Hong Kong, Macau 12%
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[ Others
. Malaysia

USA

= = YOY Change

6%

0%
411 1012 2012 3012 4012 1013 2013 3013 4013 1014 14.1% growth and accounting for an 18.7%

share, showing full recovery after continuous
declines since the end of 2012. Notably, growth
in South Korean visitor arrivals surged by
91.8% YOY to 152,500 in the first quarter of 2014, surpassing the total number of visitors from Malaysia
to estabish South Korea as the fourth-largest source market for Taiwan. A Korean TV show filmed in
Taiwan gave the latter’s tourism industry a boost, along with increased flight capacity by low-cost
carriers. At the same time, Malaysia continued to record 32.0% YOY growth, also fuelled by an increase in
the frequency of low-cost flights to Taiwan. The expansion of low-cost carriers to Taiwan has opened the
market to price-sensitive and often younger tourists from the region. In addition, the Philippine market
grew by 15.7% YOY. Among long-haul markets, Canada and the USA increased by 21.7% and 8.8%,
respectively. The European and Oceania markets also recorded double-digit percentage growth, on
average.
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China Hotel Market Performance

Though many China hotel markets continued to
face YOY declines in both occupancy and
RevPAR in the first quarter of 2014, some cities
experienced average rate growth. Among the
top ten overall hotel markets in China, Shanghai,
Shenzhen, Guangzhou and Fuzhou managed to
achieve RevPAR growth. Notably, Shanghai not
only expereicned significant growth in average
rates, but also in occupancy levels supported by
growing domestic sourced demand segments,
especially the domestic leisure FIT segment.
Starting from second half of 2013, the outlook
for RevPAR growth in 2014 remains positive. By
contrast, Sanya - one of the traditionally

FIGURE 10: TOP 10 HOTEL MARKETS IN CHINA - Q1 2014
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strongest hotel markets - continued to register a 65.8% drop in RevPar performance; as a result, the
market slid from first place in the first quarter of 2013 to eighth in 2013. Despite improvements in
occupancy from 70.3% in the first quarter of 2013 to 75.5%% in the same period of 2014, the huge
decline in RevPAR performance of Sanya was mainly attributable to the 65.8% decline of average rate
from 672.2RMB to 229.8RMB due to the increased competition in the three- to four-star hotel market.

The two major cities in Guangdong Proivnce, Guangzhou and Shenzhen posted 8.5% and 4.6% YOY
growth, respectively.Sanya, on the other hand, unexpectedly slid from occupying the top spot in the

FIGURE 10: TOP 10 FIVE-STAR HOTEL MARKETS IN CHINA - Q1 2014
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fourth quarter of 2012 to seventh place this
quarter, with a 36.8% YOY decline in RevPAR
performance. The lower RevPAR was mainly
attributable to difficulties in the four-star
market; average rates declined 14.2% YOY from
RMB349 to RMB300, while occupancy levels fell
from 71.6% to 68.1%. Due to a decrease in the
number of visitor arrivals and a decline in
marketwide occupancy from 71.2%

In the five-star hotel market, majority of the
cities RevPAR
performance compared to the same period in

registered declines in in
2013. Although Sanya and Harbin managed to
maintain its ‘first and second five-star hotel
market’ status, its RevPAR performance
decreased 8.2% to 1,278RMB and 14.5% to

865RMB, respectively. Only Shanghai managed

to achieve RevPAR growth of 5.2%, from 483RMB to 508RMB.

Shanghai and Guangzhou’s five-star hotel markets experienced 7.0% and 4.5% YOY RevPAR growth,
respectively. This indicates that Guangzhou’s demand has started to catch up with the supply added in
recent years. Markets with a limited number of five-star hotels, such as Harbin and Lanzhou, continued to

perform well in the fourth quarter of 2013.
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Hotel Market Performance

FIGURE 10: HOTEL MARKET PERFORMACNE — HONG KONG, MACAU AND TAIWAN

varket ] 1auif2qu1fsai1]sqi1]1q12] 2012 ] 3012 4121013 ] 2q13] 3013] 413 ] 1014

Hong Kong Occupancy (%) 87.8 87.7 89.6 91.9 87.3 88.1 89.9 91.2 87.1 87.8 89.9 90.3 91.Z
Average Room Rate (HKS) 1,302 1,286 1,281 1,558 1,483 1,415 1,414 1,644 1,472 1,379 1,359 1,581 1,64/
RevPar (HKS) 1,143 1,127 1,147 1,432 1,295 1,246 1,270 1,500 1,282 1,210 1,222 1,427 1,50C
RevPAR YOY Change (%) 21.6 21.3 224 14.9 13.3 10.5 10.7 4.8 -1.0 -2.9 -3.8 -4.9 17.C
Macau Occupancy (%) 85.2 87.4 89.6 91.0 87.5 83.1 88.9 88.8 85.7 86.2 90.3 91.9 88.¢
Average Room Rate (MOP) 1,304 1,290 1,325 1,452 1,476 1,362 1,370 1,473 1,459 1,393 1,440 1,505 1,47:
RevPar (MOP) 1,210 1,227 1,188 1,321 1,292 1,131 1,217 1,308 1,251 1,201 1,301 1,383 1,30¢
RevPAR YOY Change (%) 17.3 20.5 21.8 18.6 16.4 0.3 2.5 -1.0 -3.2 6.2 6.9 5.7 4.6
Taipei Occupancy (%) 75.9 71.1 71.0 83.3 75.5 79.2 73.8 83.7 75.6 73.9 71.8 85.4 73.¢
Average Rate (TWS) 3,683 3,932 3,684 3964 3975 4,182 3,930 4,258 4,388 4,437 4,061 4,520 3,93C
RevPAR (TWS) 2,794 2,794 2,616 3,304 3,003 3,314 2,901 3,564 3,316 3,277 2,914 3,860 2,901
RevPAR YOY Change (%) 9.8 -0.7 9.2 8.6 7.5 18.6 10.9 7.9 10.4 -1.1 0.5 8.3 -12:°
Kaoshiung Occupancy (%) 60.9 65.7 64.7 74.7 61.3 68.6 66.7 71.7 60.1 64.7 67.4 722 66.7
Average Rate (TWS) 2,497 2,307 2,487 2,328 2,721 2,302 2,387 2,380 2,687 2,332 2,438 2,421 2,38;
RevPAR (TWS) 1,520 1,515 1,609 1,738 1,669 1,579 1,593 1,706 1,614 1,509 1,644 1,749 1,59:
RevPAR YOY Change (%) -3.8 -1.0 6.1 6.1 9.8 4.2 -1.0 -1.9 -3.3 -4.4 3.2 285) -1.:
Taichung Occupancy (%) 67.4 72.3 66.1 80.7 71.9 78.9 74.5 79.6 68.3 66.1 67.1 72.8 74t
Average Rate (TWS) 2,423 2,269 2,354 2,406 2,603 2,272 2,440 2,438 2,675 2,458 2,475 2,468 2,44(
RevPAR (TWS) 1,633 1,641 1,555 1,942 1,871 1,792 1,818 1,941 1,828 1,625 1,660 1,797 1,81¢
RevPAR YOY Change (%) 8.6 8.7 3.1 8.5 14.6 9.2 16.9 0.0 -2.3 -9.3 -8.6 -7.4 -0.t

Source: HKTB, MOTC, MGOT

FIGURE 11: FIRST QUARTER REVPAR CHANGE AND SIZE OF OVERALL HOTEL MARKET IN 50 CITIES IN CHINA
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FIGURE 12: MARKETWIDE PERFORMANCE OF 15 KEY MARKETS IN CHINA
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