INTERNATIONAL REALTY

Taiwan Real Estate

IEW

uarterly Rev

(2018 Q4)



REHRELLEIREHE

B EMISHE

BB E AR NE 2018 2EBEEK
B BEHE22EBHRE  FIE41%
HEpgimRkEBERBERSSR 8
- BEARTENESgR: BE
2018 EFhRZERELRES @ B2
REE_FREAES  AITEH 2019
FEmeE 28 B, NEE - L
TABERE - REERELX
EEF - EERILANE 17% K
39% » HERFEEHMB 1.2%~7.6% ;
B EFRIEABRAEHZETB - F5
B SETE 3%~ 16% « Bst/NE+
ABEBERISER  AR26%"
FR63% - MEMRZEEFRR L
M4 PHEFIE 5% A NEE
EAHEREREE AT > FiNLE
EREANBERLD  BHEHEESRE
fRIK > BNEHEBZEBRELNEG
—ERBINRBZERE  FhRFHHAER
FEEREFED - 209FRLTHAE
EMBHE  BESEENES &
HEL - mFIkHmEIEERHF/N
N BEERAADERE  THEE
BEAE W BERKARRKEIE
%o/ SEEEEER FhiE
HBEBERITIE  BIRIZEIRBET
R DIEFKEERK  AJHRE
BERleta8RE#HI -

REERERRER  BEABARZ
BAKRRENER  Bo8EE—L
EAEEE  BHREHNZREMIN
IEHETER28 LS - TRFFERESR
GIFt - BERIVHER - nHEERE
HEREMD - OFEL 175 Bt =
R BIFERFINKAL - FEXRDH
Fir RREREREHREEZRI

2 Toiwan Sotheby's International Realty

Real Estate Market Overview 2018

According to statistics from the Department of Land Administration,
the sales and transfers of buildings in the six special municipalities
in 2018 was 212,000, an annual increase of 4.1%. This rebound was
most impressive in Taipei and New Taipei City, while the metropolitan
areas of Taoyuan and Kaohsiung saw a decline. Although the volume
of transactions in the 2018 housing market started out well, it later
tapered off. However it still showed a rebounding trend for two
consecutive years. The state of the housing market in 2019 can be
expected to "increase in volume and decrease in price." As for building
sales and transfers in December, the volume of transactions was nothing
spectacular. Only Taichung and Tainan saw a slight increase of 1.7% and
3.9%, respectively, from the previous month, while other municipalities
had a decrease renging from 1.2% to 7.6%. All six special municipalities
saw a decrease compared with the same period last year, with an annual
decrease ranging from 3% to 16%. The total number of December
transfers in the six special municipalities was 18,000 buildings, meaning
a monthly decrease of 2.6% and an annual decrease of 6.3%. Housing
market transactions were concentrated in the first half of the year, with
an annual increase of 5% during this time period. However, the second
half of the year saw a hardened attitude towards prices from sellers
along with a decrease of incentives given by contractors which caused
buying sentiment to soften. Together with the effects from the China-
US trade war and municipal elections, this led to an intense wait-and-
see atmosphere, a trend easily seen when transactions in the housing
market started out strong at the beginning of the year and then taper
off. In 2019, apartments in Taipei will be promoted under themes of
urban renewal and renovations of dangerous old buildings. The outlook
is positive for later periods. Redevelopment zones in New Taipei offer
small and medium-sized projects with low down-payments to stimulate
buying demand, but price remains the key to future transactions. After
the electoral changing of the guard in Taichung and Kaohsiung, the
housing market was expected to be in a celebratory mode, but this was
not immediately reflected by transactions. With a significant number of
new homes in Kaohsiung, there is the potential downturn of bids before
the Lunar New Year.

According to My Housing Online, a blue light, representing a recession,
has been the rating for five consecutive months. The rating was only a
few points away from a yellow-blue light. Six other favorable statistical
indicators for the housing market were all on the rise. Buying momentum
is expected to pick up after the elections but only for a few construction
projects. As for construction project advertisements, the number
returned to about 17,500 which is almost at the pre-election level. The
negotiated price rate increased, meaning changes have been minimal
in the prices of construction projects. Buyers thus have less room to

lower pricing. Too much optimism is still not advised regarding the
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future housing market. According to data from My Housing Online,
construction companies appear calmer than expected. There are a
few unsold home projects on the market with a long sale period.
They offer incentives in order to close deals. For instance, Neihu
factory offices on Ruiguang Road offer pricing of NT$400 thousand
per ping, which is lower than others on the same road. Also, Shilin's
Shezi Neighborhood is offering "Homes with a Riverside View
with the price of NT$300 thousand per ping". This set a record for
the lowest unit price for construction projects currently for sale
in Taipei. Areas with MRT and light rails, such as Danhai Light Rail
and the Circular Line, will contribute to better living arrangements
in the redevelopment zone nearby. According to statistics from
My Housing Magazine, the total value from last year's released
projects in Northern Taiwan was about NT$1.112 trillion. The value
is only lower than that of 2013 and 2014, meaning it is the third
highest since data collection began. With much uncertainty coming
from the upcoming 2020 presidential election, most construction
companies will rush to release their projects this year. Therefore,
the value for projects released in 2019 may exceed NT$I trillion
and may even go up to NT$1.22 trillion.

According to statistics from the Ministry of the Interior, the number
of construction projects in November reached | 1,300, which is
the highest for this month since data collection began in 2009.
It is also the single-month record for the last five years. It shows
that the pressure construction companies have from unsold
homes has largely been relieved, and they are now actively starting
construction works to increase their share in the market. For the
six special municipalities, Taichung had the most construction works
in the previous eleven months with 19,000, followed by 17,000 in
New Taipei City, and 15,000 in Taoyuan City. This data indicates that
that construction companies have more confidence in the market
than they had before.

Macroeconomic Overview

CIER predicts the 2019 economic growth rate to be 2.18%, with
an economic trend that starts off slow before growing. This growth
model will continue to rely heavily on domestic demand. Further
observation is needed for domestic demand next year. With the
return of Taiwanese businessmen and government investments
in 2019, the real growth rate for gross fixed capital formation is
expected to be 4.79%. The figure is clearly higher than 2018.The
real growth rate for private consumption is only 2.01%, mainly
due to increasing uncertainty in the global economy, slowdown in
wealth and income growth, along with other factors. This has had
an adverse effect on consumer confidence and in turn on private
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consumption growth. Uncertainty and many other risks will also be
present next year, and the China-US trade war will continue to be
a factor for business uncertainty. In addition, attention should be
paid to the downturn in China's economic growth, global interest
rate hikes, and fluctuations in raw material prices.

According to the latest Consumer Price Index (CPI) released
by the Directorate General of Budget, Accounting, and Statistics
(DGBAS), prices for vegetables and fruits fell along with ready-
to-wear clothing, communication fees, communication equipment
and certain 3C consumer electronics products. However, prices
for eggs, dairy products, cigarettes and health care have increased
and offset them. On the whole, domestic prices have continued
1o increase at a steady pace. Deflation is not a concern. Looking
at the changes in the seven major categories, "clothing” came out
on top with a monthly decrease of 2.20%. This was mainly due to
year-end sales for certain clothing at department stores, resulting
in a decrease of 2.96% in the price of ready-to-wear clothing. Next
was "transport and communication”, with a monthly decrease of
1.59%. This was caused by the lowering of oil prices. The price for
vegetables and fruits all showed a downward trend, while eggs
were affected by cases of fipronil last year. This lowered the base
period and pushed it to 32.24% to offset some of the increase. In
addition, Taiwan is facing an escalation in the African swine fever
epidemic. As the Lunar New Year approaches, market demand for
meat products will be strong. The outside world is paying close
attention to whether the prices will be affected, which is still not
evident at the moment. Cigarette tax, the main force behind last
year's price increase, is becoming less and less of a factor: Prices
are therefore expected to remain stable.

As for home loans, Taiwan's Central Bank announced that
new loans from five major domestic banks in November were
NT$44.236 billion. This represents a monthly decrease of
NT$1.838 billion, while interest rates also fell slightly by 0.001
percentage points to 1.626%. Data from the Central Bank indicate
that the nine-in-one elections have mainly led to a slowing
down of bids, but major banks are still actively seeking quality
loan customers. As a symbol of the general atmosphere in the
housing market, the November balance for home loans surged by
NT$36.2 billion and soared to a record of NT$6.94 trillion. The
housing market is not the only one on a hot streak. Construction
financing balance, a confidence index for construction companies
project releases, has also seen spectacular results. The Central
Bank reported NT$1.83 trillion in construction financing balance,
a monthly increase of NT$17.6 billion. The annual growth rate
of 7.05% was a record high for the past four years. It shows that
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construction companies are actively hunting for land in order to
release projects, a show of confidence for next year's housing
market. In addition, this record annual growth rate for construction
financing in the past four years was mainly due to a lower base
period and increased land financing for construction companies.
The main reasons for the record highs in home loan balances are
the following. One, the fourth quarter is the high season for buying
houses, and buyers will make their purchases and aim to close
by the end of the year. Secondly, banks will be active in their loan
operations in order to hit performance targets for the year. As for
high domestic owner-occupancy rates and increasing home loans
from banks, the scale of home loans will continue to expand in
response to economic growth. Barring special circumstances and/or
major changes in the economy, home loan balances will increase in a
general fashion.

Luxury House Market

With a more reasonable housing tax and recovering confidence in
the housing market, 2019's luxury house market is expected to be
more active. Despite global economic effects from the second half
of 2018, luxury home transactions did not see significant growth but
saw a price of NT$2.99 million per ping with stimulation from CRS.
Much attention is being paid to the luxury house market this year
Of course, future luxury house transactions will come back to the

basics of location and overall product performance.

According to net price registrations, "One Park Taipei" set a new
record for luxury houses with NT$2.99 million per ping. Current
luxury houses on the market all have unique features, and the top
floor homes in One Park Taipei also have a chance to go over the
NT$3 million per ping mark. As for Song Tao Mansion, all registered
net prices per ping are above NT$2.5 million. In addition, the much
talked about "Taipei Landmark" had one buyer of three homes
and had completed transactions for |7 floors. The price per ping
is estimated to be between NT$1.42~1.57 million. The famous
“National Art Gallery” in Taipei's Xinyi district had completed
transactions for 10 floors in October, with a total price of NT$140
million and a total of || pings. Not counting parking space, the
unit price per ping is NT$1.56 million. Transactions for "Xihua
Fubon" in Dazhi have also been disclosed recently. One October
transaction for a home on the 6th floor with about |31 pings had a
total price of NT$158 million. The average came to NT$!.4 million
per ping. It is worth noting that the transaction in “Xihua Fubon”
reached a new low. Differences in floor and orientation are the main
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reasons for a large price gap. Another luxury home
in Xinyi district, WinSing Xinyi, disclosed its 14th floor
transaction price. The total price of NT$500 million
was the highest for one home. Transactions have been
closed for eight homes during the past year, with a
registered net price of NT$4 billion. Daan District's
leading luxury building "One Park Taipei" has disclosed
a total of I'| homes with a registered net price of
NT$4.3 billion. Zhongshan District's leading luxury
home "Xihua Fubon" has disclosed at least |5 homes
with a registered net price of NT$3.7 billion. "Huaku
Sky Garden" in Tianmu, Shilin District has disclosed 20
homes with a total price of NT$5.5 billion. With the
return of Taiwanese businessmen and capital, luxury
house transactions in Taipei will continue to increase in
2019. In view of many notable high-priced luxury house
transactions this year, attention will still be paid to this

type of transactions next year.

Commercial Use Market

2018 saw a strong demand for commercial leasing.
The net leased area was about 60,000 pings for the
year, which is a record high in 18 years and the highest
since data collection started. With no expectation for
a significant number of new supplies in the next two
years, a surge in rent is to be expected. With strong
performance in office leasing, self-use buyers are
taking the lead in the gradual return of purchases. The
net price disclosure of Taipei 101 included two rental
transactions. The monthly rent on the |3th floor was
NT$I1,641,978 for 421,02 pings. The rent per ping was
as high as NT$3,900. On the 38th floor, the monthly
rent was NT$678,860 for 169.69 pings. The rent per
ping was NT$4,000. Cathay Landmark Landing Building
currently has an asking price of NT$4,500 per ping. It is
proof of the strong demand for top-level commercial
leasing. There has also been a strong demand for
factories, dormitories, and offices in the Neihu Science
Park, which has allowed public companies to set up
their properties on-site. For example, Taiwan Bank Life
Insurance purchased the entire property on Jiuzong for
their own use at NT$1.794 billion. Neihu Science Park
averaged NT$ 1,160 per ping in monthly rent during
last year's fourth quarter, a record high in recent years.
As for the commercial real estate market in the fourth

Taiwan Real Estate Quarterly Review (2018 Q4) 9
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quarter of 2018, Ximen Station Front stood out among various business districts with
a fourth-quarter gain of NT$710,000. Mainly thanks to the West District Gate Project,
Ximen Station Front has successfully been revitalized. Coupled with the bid for the Taipei
Twin Towers development, Ximen Station Front Business District has a positive commercial
outlook while others are showing signs of slight correction. Overall, the selling price for
Taipei's commercial area shows a stable trend with an average rent earning rate of 2.3% to
2.8%. After the lows in 2016, a spectacular turnaround took place in 2018 with an annual
total of NT$! 1.1 billion from large-scale commercial real estate transactions.

According to data from the Financial Supervisory Commission, Taiwanese public companies
with investments and factories in Mainland China had accumulated a remittance total of
NT$433.7 billion until the third quarter of 2018. Responding to the flow of returning
Taiwanese businessmen, the real estate market is expected to benefit directly. The most
promising products are industrial plants and industrial land. This year's commercial real
estate transactions exceeded the NT$100 billion mark, which is a sign of the positive
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business outlook for the market. In addition to abundant
capital from financial insurance companies, the return of
capital from Taiwanese companies has also had an effect
on the performance of the commercial real estate market.
Looking at the commercial real estate market in 2019, the
returning capital from Taiwanese companies will go to the
purchase of land, factories, commercial offices, luxury homes,
hotels, and other related targets. Urban renewal for old
business offices will also generate new opportunities, with
a trend of renewal for old headquarters of medium and
large enterprises. RE[Ts, after having been quiet for many
years, also issued O-Bank No. | and Millerful No. | this year.
This made it the largest buyer in the commercial real estate
market after traditional and tech industries. Looking at the
real estate investment targets of the two REITs, both have
injected capital into real estate outside of Taipei and New
Taipei in pursuit of a higher rate of return. Despite favorable
news, we need to pay more attention to changes after the
trade war in 2019, changes in the stock market, and changes

after policy implementation.

Housing Market Outlook

With the upcoming 2020 presidential election, the expected
policy and tax reforms that are positive for the housing
market will have a good chance of coming to fruition in
2019. After the nine-in-one elections, most new county
magistrates and mayors will attempt to take the initiative
and release favorable information on construction and
other sectors. This support will be positive for the overall
housing market. In addition, Taiwan's version of the fat cats
clause "Common Reporting Standard (CRS)" will officially
come into force in 2019. Audits will mostly be carried out
on financial accounts, while real estate and other non-
financial assets are not part of the required CRS audit at the
moment. Real estate is expected to be a target in the asset
portfolio of individuals seeking high net values. After the
dangerous and old building regulations, the three laws on
urban renewal are now in place. The Ministry of the Interior
has budgeted NT$8 billion for the investment in urban
renewal and related businesses over four years.This includes
a NT$5.4 billion investment in the "Project for Earthquake-
Proof Buildings and Reinforcement (2019-2021)" ratified by
the Executive Yuan. This is expected to help urban renewal,
further improve the entire urban environment, and stimulate
economic growth.
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