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The APAC lodging sector recorded strong growth momentum in 2016 and this
has been sustained through 2017. In addition to continued appetite for key
city hotels, investors have been expanding their focus to second-tier markets in
search of higher yielding opportunities. Hotel sector initial yields were back to
pre-GFC levels in 2016. Investors have displayed significant appetite for such
opportunities in those markets with strong domestic and international visitation
fundamentals, despite relatively sharp pricing. Australia has been active with
a number of sizable transactions in Sydney and Melbourne. Given the low
interest rate environment, sound economic growth outlook and the weaker
AUD, transaction activity is expected to continue provided stock can be sourced.
Hotel pricing is high in Japan reflecting strong investor demand, the nation’s
zero interest rate policy and the likelihood of surging international arrivals in
the lead-up to, and during, the 2020 Summer Olympics. In emerging markets
– notably China – middle class expansion is allowing a domestic travel culture
to develop and this benefits certain types of hotels. In the first half of 2017,
given the lack of opportunities in APAC gateway cities, hotel investors searched
harder, appearing to seek out emerging tourism markets where the long term
fundamentals for arrivals growth are strong and the demand-supply balance is
not heavily outweighed by new hotel supply.

JAPAN, AUSTRALIA LEAD REGIONAL TRANSACTIONS
The APAC region recorded hotel transaction volumes of USD 10.5 billion in 2016,
representing an 11% YoY decrease (Real Capital Analytics, July 2017). This regional
transaction volume was led by Japan (USD 3.6 billion), Australia (USD 2.1 billion) and
China (USD 1.6 billion). This was followed by Korea (USD 1.0 billion) which saw its
highest volume of transactions ever in 2016 backed by the transaction of the Conrad
Seoul Hotel, part of the IFC Complex acquired by Brookfield and the China Investment
Corporation. In 1Q 2017, barely USD 2 billion of notable hotel transactions occurred
across APAC and Hong Kong recorded around half this volume, while around USD 4.6
billion of hotels had traded in the region this year.
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Note: Transactions include properties and portfolios USD 10 million and greater.
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SUSTAINED GROWTH OF TOURIST ARRIVALS

ASIA PACIFIC HOTEL PERFORMANCE

International tourist arrivals in Asia Pacific grew in 2016 and
appeared to have no let-up in 1H 2017. According to the latest
UNWTO World Tourism Barometer, APAC recorded 8.7% YoY
growth in international arrivals in 2016, which was the highest
growth rate among all the regions. UNWTO forecasts the rate
of growth for Asia Pacific to be between 5% and 6% in 2017.
Japan was a standout performer, with the highest growth of tourist
arrivals (of 21.6% YoY) in 2016, driven by a weakened Yen and
the easing of visa policies for certain international visitors. China
recorded strong annual growth of 3.2%, while Singapore and
Australia grew by 2.9% YoY and 2.8% YoY, respectively.

Hotels in APAC reported positive results in the key performance
metrics in USD denominated terms. According to STR Global
(May 2017), the average daily rate (ADR) was up 2.4% YoY to
USD 96.78, and revenue per available room (RevPAR) grew
5.2% YoY to USD 66.73. In terms of ADR, Australia and Oceania
outperformed in APAC, at USD 137.36 (+4.2% YoY), followed by
Northeastern Asia with growth of 2.7% YoY. Regarding RevPAR,
Northeastern Asia showed the strongest growth in APAC, at USD
61.5 (+6.5% YoY), followed by Australia & Oceania. Central &
South Asia showed the weakest growth in ADR of -0.2% YoY, and
Southeastern Asia in RevPAR with growth of only 0.1% YoY.

GROWTH RATE OF TOURIST ARRIVALS BY COUNTRY

ADR AND REVPAR PERFORMANCE ACROSS APAC
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IMPROVING HOTEL OCCUPANCY

SOURCES OF CAPITAL IN APAC HOTEL TRANSACTIONS

According to STR Global as of May 2017, APAC reported an
increase in occupancy to 68.9% from the same month of last
year. The hotel occupancy rate for Australia & Oceania was the
highest recorded in the sub-regions of APAC, with occupancy of
73.2% as of May 2017. New Zealand recorded an outperforming
occupancy rate of 76.5%, backed by a lack of new supply and
sustained tourist demand. However, Korea recorded a decrease
of 7.5% YoY to 64.3% as of May 2017, due to rising political
tensions coupled with a fairly strong currency and some solid
supply. In April 2017, the decrease in Chinese arrivals to South
Korea reached 66.6% year over year.

In the hospitality sector, cross border investors accounted for
35% of all capital flow regionally in 2016. Buying opportunities have been limited with a dearth of investment grade
hotels on the market. In the first half of 2017, several hotels
have transacted in Hong Kong and Bangkok that have been
acquired by developers for future alternative uses, such as
residential conversion. The introduction of outbound capital
restrictions from China in late 2016 has impacted the hotel
investment market within Asia Pacific and globally during the
first half of 2017.

HOTEL OCCUPANCY IN APAC

SOURCE OF CAPITAL IN HOTEL TRANSACTIONS IN APAC
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Note: Transactions include properties and portfolios USD 10 million and greater.
Source: Real Capital Analytics
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