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Hong Kong's retail property market

displayed a more quiet performance in

the second quarter of 2006 as the

slowdown in rental growth which initially

manifested itself in the first quarter

became more entrenched. Retail rentals

flattened out in the second quarter as

retailers adopted a

wait-and-see stance

with respect to further

implementing their

expansion plans in light

of the softening of

consumer sentiment

caused by the volatility

in the local stock market and the softening

in the residential property sector.

The retail market in Central, however,

broke the mould as leasing activity

remained upbeat with a q-o-q rise of 3.3%

in retail rents registered within the second

quarter. The reinvigoration of the image of

Central, fuelled by the refurbishment of a

number of buildings in the area, continues

to attract major international luxury brands

to take shop positions along Central's prime

retail arteries. Competition between

retailers for the best locations fuelled

upward pressure on rentals while also

compelling those players who were less

willing to accept the current level of rental

escalation to broaden their search for

suitable locations to encompass secondary

locations, which also drove some relocation

away from the district.

Meanwhile the retail market viewed

HMV's relocation to Hong Kong Pacific

Centre and Adidas's ensuing occupation of

Some retail operators used the late
screening of World Cup games as a
means to promote "night retailing",
which is expanding as a concept in

Hong Kong.
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the two-storey space formerly occupied by

the music retailer as adding value to the

Tsim Sha Tsui retailing landscape. With

these two mega-shops now being located

in such close proximity to one another, the

added retailing dimension which has

opened up along with the growing

agglomeration of large

format retailing in the

district is forecast to

attract greater

numbers of shoppers

to the area. This

dynamic is expected to

fuel upward pressure

on retail rents in the area. Rising interest

from larger scale retailers has been

witnessed in Tsim Sha Tsui. The nearby

Hankow Road is one retailing area that is

currently undergoing such repositioning,

with small local shops being replaced by

mid-range chain retailers. Nine West, for

example, recently committed to lease

1,200 sf in Hankow Centre.

Towards the end of the period under

review, shopping centres, as well as bar

and lounge operators, aggressively

launched various promotional campaigns

in order to attract greater numbers of

shoppers and boost spending as they

endeavoured to leverage on the

excitement surrounding the World Cup in

Germany. The eruption of intense

competition between operators underlined

the extent of potential upside for retailing

during the period of the tournament.

Some operators used the late screening of

World Cup games as a means to promote

"night retailing", which is a growing

concept in Hong Kong.



Tsim Sha Tsui Shop D1, G/F, whole floor of 1/F & 2/F, 18,262 (gross) Adidas

Sands Building

Tsim Sha Tsui Shop G17 & 1/F, G/F: 766 (gross) ENZO

Parklane Shopper's Boulevard Site D 1/F: 671 (gross)

Tsim Sha Tsui  Shop G10B, Hankow Centre 1,200 (gross) Nine West

Mong Kok G/F, 67-69 Argyle Street 1,940 (gross) Crocodile

Causeway Bay 3/F, Causeway Bay Plaza 2 15,912 (gross) Maxim's Group

Causeway Bay Shops G8 & G9, Unit 2, B/M, 4,098 (gross) China Construction Bank

Causeway Bay Plaza 1 Corporation

Causeway Bay Shop G1, Chinachem Leighton Centre 2,696 (gross) Sushi One

Japanese Restaurant

Central G/F, The Workstation 2,332 (gross) Pacific Coffee

Central Shop G1, Tak Wo House 700 (gross) Pret A Manger

Admiralty Shops G1-G41, Admiralty Centre 15,451 (net) McDonald's

ECONOMIC CONDITIONS

Inflation in Hong Kong was recorded at 2.2% in June, slightly outstripping

the y-o-y growth in prices of 2.1% seen in May. The 2.2% increase in prices

was the largest since September 1998, when it reached 2.5% as the SAR

pulled itself out of the Asian financial crisis. The acceleration in inflation

was primarily attributed to the impact of an increased feeding through of

private housing rentals to the consumer price indices. It is expected that

inflation will stay at a moderate level of slightly over 2.0% in 2006 on

anticipation import prices of consumer goods will remain soft amidst the

strong global competitive pressure.

Unemployment in Hong Kong, meanwhile, was provisionally recorded

at 5.0% in the second quarter of 2006, edging downward slightly from

the figure of 5.2% recorded in the first quarter. The figure recorded in

the second quarter saw unemployment fall to its lowest level since

August 2001. The continued upswing of the SAR's economy further

fuelled job creation as the number of employed persons rose to an all-

time high of approximately 3,605,000. Improvements in employment

were primarily registered in the construction, real estate and manufac-

turing sectors.
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Hong Kong Inflation Rate

SELECTED LEASING TRANSACTIONS IN 2Q 2006

Hong Kong Unemployment Rate

Source : Census & Statistics Department
Remark : As from the reference month of October 2005 onwards, the year-on-year rates of
change are derived from the new 2004/05-based Consumer Price Indices.
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RETAIL SALES

The MMDHI was registered at $17,100 in the first quarter of

2006, reflecting the continued improvement of salaries in Hong

Kong, which is a function of Hong Kong's ongoing economic

expansion. The increase reflected a 6.9% jump on the same

period in 2005, the largest since the MMDHI recorded y-o-y

growth of 8.3% in the last quarter of 1997 before salaries started

to slide along with the deepening of the Asian financial crisis.

The continued economic upswing of Hong Kong is expected to

support the further expansion of wage growth in the SAR during

the remaining months of 2006.

The total number of visitor arrivals to Hong Kong was registered

at 1,995,695 in May 2006, representing an increase of 7.3% over

the same period in 2005. The May influx contributed to the

inflow for the first five months of 2006 exceeding 10.3 million, an

increase of 11.6% over the first five months of the previous year.

Arrivals from the Mainland continued to dominate the level of

inflow, accounting for 53% of the month's  total. Yet while the

SAR continues to attract a growing number of Mainland visitors,

the number of inbound travellers is in the midst of rising by

country of origin almost across-the-board.

The total value of retail sales in Hong Kong was provisionally

estimated at $18.6 billion in May 2006, equating to a 5.3% y-o-y

rise. The volume of sales, meanwhile, was recorded as rising by

2.0% over the same period in 2005. Registering the highest

volume increase in sales were food, alcoholic drinks and

tobacco as well as miscellaneous consumer durable goods,

which both grew by 9.6% y-o-y. However, the sales performance

of luxury goods showed signs of wavering within the same time

frame, mostly attributable to the diminishing effects of the

Golden Week this year. The volume of sales of jewellery,

watches and clocks and valuable gifts registered a y-o-y slide of

14.5% in May following a downturn of 3.9% in April.
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Median Household Income in Hong Kong

RETAIL RENTAL TRENDS

The retail leasing market entered a period of consolidation

within the second quarter as a number of retailers adopted a

wait-and-see approach with regard to undertaking new lettings.

Concern about the current high rental levels occurring in

confluence with the short-term dip in consumer sentiment were

critical factors in the delay of many expansion plans. Overall,

retail rents remained generally stable while recording a slight

rise of 0.4%. Rentals in Central out-performed the market in the

second quarter achieving an average increase of 3.3%, which

was followed by Mong Kok at 0.5% and Tsim Sha Tsui at 0.2%.

The relatively stronger upward pressure on retail rents in Central

is attributed to the eagerness of retailers to take up street-level

units in this area.

Visitor Arrivals in Hong Kong
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Total Retail Sales in Hong Kong Prime Retail Rental Index

Total Retail Sales Year-on-year Change
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MEDIAN MONTHLY DOMESTIC HOUSEHOLD INCOME (MMDHI) TOURIST ARRIVALS



©©©©©  2006 CB Richard Ellis, Inc. We obtained the information above from sources we believe to be reliable.  However, we have not verified its
accuracy and make no guarantee, warranty or representation about it.  It is submitted subject to the possibility of errors, omissions, change of
price, rental or other conditions, prior sale, lease or financing, or withdrawal without notice.  We include projections, opinions, assumptions or
estimates for example only, and they may not represent current or future performance of the property.  You and your tax and legal advisors should
conduct your own investigation of the property and transaction.

TERMINOLOGY

INFLATION RATE:

This refers to the Composite Consumer Price

Index (CPI) compiled by the Census and

Statistics Department to provide an indicator of

overall price movements affecting households. A

weighting system is used to represent the relative

importance, in terms of expenditure, of individual

items in the basket of goods and services

consumed by households. The weight of each

item represents the importance of the item in the

total expenditure of households.

SALEABLE AREA:

The saleable area of a shop unit is measured up to

the centre line of the wall separating adjoining units.

The full thickness of the external walls and walls

separating the units from the common areas,

staircases, etc. are included.

GROSS FLOOR AREA:

The gross floor area of a shop unit is measured by

adding the proportionate share of the common area

to the saleable area of the unit.
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PRIME SHOPPING DISTRICTS IN HONG KONG
CENTRAL
This traditional banking and financial centre of Hong Kong is also a popular shopping hub for middle to upper class
shoppers. Strategically linked with the Airport Railway and MTR, and supported by a number of Grade A office buildings,
5-star hotels and prestigious shopping centres in the area, Central has a large catchment area and attracts a broad
spectrum of shoppers including tourists, expatriates, office workers, singles and families.

CAUSEWAY BAY
This area attracts a broad mix of international tourists, local shoppers, including office workers from commercial buildings
within the area, young shoppers and family shoppers. The area has a comprehensive mix of retailers and restaurateurs
catering to young, rich, budget minded and family clientele.

TSIM SHA TSUI
This area has the largest concentration of hotels and attracts tourists, affluent young shoppers predominantly from
Kowloon, and office workers from commercial buildings within the area. There is a wide array of retailers ranging from
necessity to luxury goods, restaurants, tailors and entertainment venues such as discos and karaoke bars.

MONG KOK
Strategically located along both MTR and KCR lines, Mong Kok also attracts a wide spectrum of shoppers, mainly local
residents. The area consists of a number of modern fashion and accessories boutique stores catering to the young and
hip crowd.

ASIA OFFICES
HONG KONG
34/F, Central Plaza
18 Harbour Road, Wanchai
Hong Kong
Telephone: (852) 2820 2800
Facsimile: (852) 2810 0830

BEIJING
PEOPLE'S REPUBLIC OF CHINA
Suite 1203-1205, 12/F
Beijing Fortune Plaza, Tower A
7 Dong San Huan Zhong Road
Chaoyang District, Beijing 100020
People's Republic of China
Telephone: (86) 10 5820 9288
Facsimile: (86) 10 5820 9088/9188

SHANGHAI
PEOPLE'S REPUBLIC OF CHINA
Suite 3201, 3203-3206
32F, K. Wah Center
1010 Huai Hai Middle Road
Shanghai, 200031
People's Republic of China
Telephone: (86) 21 2401 1200
Facsimile: (86) 21 5403 7519

GUANGZHOU
PEOPLE'S REPUBLIC OF CHINA
Suite 1401-1402, Guangzhou
International Electronics Tower
403 Huanshi Road East
Guangzhou 510095
People's Republic of China
Telephone: (86) 20 2883 9200
Facsimile: (86) 20 2883 9248

CHENGDU
PEOPLE'S REPUBLIC OF CHINA
Suite 2906, Building A, Times Plaza
No. 2, Zong Fu Road, Chengdu 610016
People's Republic of China
Telephone: (86) 28 8667 0022
Facsimile: (86) 28 8667 2121

SINGAPORE
Six Battery Road, #32-01
Singapore 049909
Telephone: (65) 6224 8181
Facsimile: (65) 6225 1987

BANGKOK, THAILAND
46th Floor, CRC Tower
All Seasons Place
87/2 Wireless Road
Lumpini, Pathumwan
Bangkok 10330, Thailand
Telephone: (66) 2 654 1111
Facsimile: (66) 2 685 3300-1

PHUKET, THAILAND
12/9 Moo 4
Thepkrasattri Road
Koh Kaew, Amphur Muang
Phuket 83000, Thailand
Telephone: (66) 76 239 967
Facsimile: (66) 76 239 970

JAKARTA, INDONESIA
7th Floor, Permata Bank Tower I
Jalan Jenderal Sudirman Kav. 27
Jakarta 12920, Indonesia
Telephone: (62) 21 523 7337
Facsimile: (62) 21 523 7227

TAIPEI, TAIWAN
7/F Cosmos Building
134 Sec 3
Minsheng East Road
Taipei, Taiwan
Telephone: (886) 2 2713 2266
Facsimile: (886) 2 2712 3065

TOKYO, JAPAN
28/F, Izumi Garden Tower
1-6-1 Roppongi, Minato-Ku
Toyko 106-6028, Japan
Telephone: (81) 3 6230 1188
Facsimile: (81) 3 6230 1177

NEW DELHI, INDIA
Press Trust of India Building
Ground Floor, 4 Parliament Street
New Delhi 110 001, India
Telephone: (91) 11 4239 0200
Facsimile: (91) 11 2331 7670

MUMBAI, INDIA
9A, 2nd Floor, Laxmi Tower
C-25, G Block
Bandra Kurla Complex, Bandra (E)
Mumbai 400 051, India
Telephone: (91) 22 2652 7628/7665
Facsimile: (91) 22 2652 7655

BANGALORE, INDIA
3rd Floor, The Hulkul
81/37, Lavelle Road
Bangalore 560 001, India
Telephone: (91) 80 5112 1240-49
Facsimile: (91) 80 5112 1239

CHENNAI (MADRAS), INDIA
2-C&D, Gee Gee Emerald
151 Village Road, Nungambakkam
Chennai 600 034, India
Telephone: (91) 44 2821 4599
Facsimile: (91) 44 2821 4607

HYDERABAD, INDIA
Eden Garden 8-2-595/3/5
Road No:10, Banjara Hills
Hyderabad 500 034, India
Telephone: (91) 40 2335 8887
Facsimile: (91) 40 2335 8886

PUNE, INDIA
CB Richard Ellis South Asia Pvt. Limited
Row House No. 33
Hermes Heritage, Phase I
Nagar Road, Shashtri Nagar
Pune 411 006, India
Telephone: (91) 20 2661 6733
Facsimile: (91) 20 2661 6734

SEOUL, KOREA
12/F, Korea First Bank Building
100 Kongpyung Dong
Jongro-ku
Seoul, Korea 110-702
Telephone: (822) 2170 5800
Facsimile: (822) 2170 5899

MANILA, PHILIPPINES
Suite 1003-1005
10/F Ayala Tower One &
Exchange Plaza, Ayala Avenue
1200 Makati City
Philippines
Telephone: (632) 752 2580
Facsimile: (632) 752 2571

HANOI, VIETNAM
Unit 12A, Vincom City Tower
191 Ba Trieu Street
Hanoi, Vietnam
Telephone: (844) 220 0220
Facsimile: (844) 220 0210

HO CHI MINH CITY, VIETNAM
Unit 1301, Me Linh Point Tower
2 Ngo Duc Ke Street, District 1
Ho Chi Minh City, Vietnam
Telephone: (848) 824 6125
Facsimile: (848) 823 8418

11, Thao Dien, An Phu
District 2, Ho Chi Minh City
Vietnam
Telephone: (848) 744 2621/22
Facsimile: (848) 744 2620

MONG
KOK

TSIM SHA TSUI

CAUSEWAY BAYCENTRAL


