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We see robust retail sales momentum to extend into 2Q18E - 
Government reported April retail sales on May 31 after then

market close.

April’s growth at +12.3% yoy, was faster than March’so

11.5% and was still comparable to 1Q18’s +14.4%,
respectively. YTD growth now stands at +13.9% yoy.

Sales of jewellery/valuables were the key growth driver ato

+24.6% yoy, followed by medicines/cosmetics at +17.9%
yoy.
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... And we think the May 1 Labour Day “mini Golden Week” holidays continue ton

show positive momentum. 

According to HKET, during the first 2 days of the Labour Day holiday of 2018,o

475k mainland Chinese travellers visited Hong Kong, +23% yoy, and individual
traveller arrivals increased by +26% yoy.

According to HKEJ, during the three days of the Labour Day holiday (Apr 29 too

May 1), c.599,000 mainland travellers visited Hong Kong, +22% yoy, hitting a
six-year high.

According to Hong Kong General Chamber of Pharmacy, the generalo

industry-wide transaction value increased by 20-30% yoy in the Labour Day
holidays.

Exhibit 1: HK retail has rebounded by 13.9%yoy up to YTD2018
Hong Kong retail sales growth by segment

Exhibit 2: Ongoing recovery in the HK retail market, with the latest
trend pointing to c.12% sales growth
Our estimated HK retail sales growth decomposed by three key swing
factors

(YoY%) Total Food
Super-
market Fuel Clothing Durables

Dept 
stores Valuable Others

By year

2010 18.3% 9.6% 5.6% 9.9% 17.3% 26.9% 16.4% 36.1% 12.8%

2011 24.9% 7.2% 12.5% 14.7% 28.0% 28.6% 21.6% 46.6% 17.5%

2012 9.8% 2.8% 10.3% 3.3% 7.6% 19.6% 9.7% 7.7% 9.1%

2013 11.0% 3.5% 6.8% 0.1% 8.3% 3.4% 17.7% 22.9% 9.3%

2014 -0.2% 6.6% 4.6% -1.4% 4.1% 2.2% 1.3% -13.7% 6.4%

2015 -3.7% 5.8% 1.3% -10.5% -6.7% 6.1% -4.1% -15.6% -2.8%

2016 -8.1% 1.7% 0.8% -0.4% -4.6% -20.9% -6.2% -17.2% -0.4%

2017 2.2% 3.2% -0.2% 4.0% 0.2% -3.1% 3.4% 5.2% 5.4%

1Q18 14.4% 8.6% 1.3% 4.9% 16.8% 17.2% 13.2% 22.0% 16.0%

Apr-18 12.3% 3.9% 1.1% 10.0% 6.7% 15.3% 12.6% 24.6% 15.0%

YTD18 13.9% 7.5% 1.2% 6.2% 14.3% 16.8% 13.0% 22.5% 15.7% -30%
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Source: CEIC Source: CEIC, Goldman Sachs Global Investment Research

Exhibit 3: Mainland visitors arrival levels are hitting an all-time high since 2014
Visitor arrivals growth by mainland Chinese/others

Total visitors arrivals By category
Overnight Same-day

(YoY %)
Mainland 

China
Other 

countries Total
Mainland 

China
Other 

countries Sub-total
Mainland 

China
Other 

countries Sub-total

By year
2010 26.3% 14.7% 21.8% 20.8% 15.8% 18.7% 32.7% 13.0% 25.9%
2011 23.9% 3.6% 16.4% 16.5% 3.7% 11.1% 31.7% 3.4% 23.0%
2012 24.2% -0.8% 16.0% 11.1% -0.6% 6.5% 36.6% -1.2% 26.7%
2013 16.7% -1.1% 11.7% 13.1% -1.0% 8.0% 19.5% -1.2% 15.3%
2014 16.0% 0.3% 12.0% 11.6% 1.4% 8.2% 19.1% -1.7% 15.5%
2015 -3.0% -0.9% -2.5% -5.7% 0.0% -3.9% -1.2% -2.5% -1.4%
2016 -6.7% 3.1% -4.5% -3.5% 5.7% -0.5% -8.7% -1.8% -7.7%
2017 3.9% 1.1% 3.2% 6.7% 1.9% 5.0% 2.0% -0.4% 1.6%
1Q2018 12.6% 0.3% 9.6% 10.5% 0.9% 7.2% 13.9% -1.1% 11.7%
Apr-18 15.2% -0.7% 11.0% 8.9% 0.0% 5.7% 19.5% -1.9% 15.8%
YTD2018 13.2% 0.0% 10.0% 10.1% 0.7% 6.8% 15.2% -1.3% 12.7%

Source: CEIC
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As retail sales growth is being driven largely by tourist/luxury spending, we expectn

Wharf REIC’s tenant sales growth to continue its path to outperform the broader
market.

Wharf REIC’s operating data announcement in mid-May showed 37%/23%o

tenant sales growth yoy in Harbour City and Times Square in 1Q18, an
acceleration from 2017’s 9.0%/1.2%, respectively, and much above the overall
HK retail market growth of 14.3% in 1Q.

Management commented that both malls benefited from the improvedo

performance of most categories, especially luxury brands.

Common investor pushback to our positive stance on Wharf REIC since our initiation on
April 25 

Sustainability of retail sales growth: We recognize that while most investors aren

already expecting an ongoing recovery in HK retail market, their expectation on the
sustainability of double-digit-growth trajectory into 2H18E and beyond is relatively
low. We forecast the volume growth story from visitor arrivals to remain solid, amid
upcoming infrastructure additions (e.g. high speed rail and HK-Zhuhai-Macau bridge).
However, we do agree that on per capita spending front, currency is likely to remain
a swing factor.

Occupancy-cost-ratio (OCR) started at relatively high levels: While wen

acknowledge that Wharf REIC’s OCR for CY2017 looked relatively high at c.20% and
23% for Harbour City and Times Square, if we were to look at only 4Q17, the ratios
have already improved substantially to 17% and 19%, respectively. We see this as
positive set-up for OCR to revert back to a relatively comfortable range, amid further
improvement in retail sales 2018 YTD versus the historical range around mid-teens’
levels, for company to raise retail rentals going forward.

Turnover rentals as a blackbox: Our view is that we are likely to see likely an

positive uptick from turnover rentals (was at c.8% of retail revenue back in 2017 per
management) amid broader market retail sales growth 2018 YTD (we expect Wharf
REIC’s portfolio to outperform this given their exposure to luxury tourist spending)

Exhibit 4: In 1Q 2018, HC and TS recorded 37% and 23% YoY growth
in sales respectively, both outperforming overall HK retail sales
Wharf’s REIC portfolio tenant sales growth vs overall market

Exhibit 5: For 4Q17 alone, Harbour City and Times Square’s OCRs
have already fallen to 17% and 19%, respectively
Select HK retail properties’ OCR 

31% 33% 

14% 
10% 

4% 

-12% -10% 

9% 

37% 

-20%

-10%

0%

10%

20%

30%

40%

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

1Q
18

HK retail HC TS

HK retail sales growth vs Wharf tenant sales growth (yoy) 23% 
21% 

20% 20% 20% 

14% 
13% 

0%

5%

10%

15%

20%

25%

Times
Square

Hysan retail
portfolio

(ex-Apple
Store)

Harbour
City

Langham
Place Mall

Festival
Walk

SHKP Link REIT

FY17 1H CY17 FY17 CY17 Apr-Jun 17 2H CY16 Apr 17 -
Dec 17

(%) 

Source: Company data, CEIC Source: Company data

31 May 2018 4

Goldman Sachs Wharf REIC (1997.HK)

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f D

AI
.Y

ON
GY

I@
IC

BC
CS

.C
OM

.C
N



although the exact amount is difficult to quantify. However, we think the correct
angle to look at on this subject is from the occupancy-cost-ratio (OCR) perspective in
which retail landlords will continue to move up their base rents when the tenants
are paying more and more turnover rents, in order to raise the floor of income. In the
longer term, if the malls can keep their OCR in a relatively tight range, it would mean
that their operators are more or less raising the base rentals alongside with tenant
sales growth. 

Raising EPS and TP; Reiterate Buy on Wharf REIC
We raise our NAV/EPS by up to 2% to factor in the current robust run-rate, withn

retail spot rental growth assumptions up to 8% p.a. between 2018E/19E (from 7%
p.a.), with a new 12-month NAV-based target price of HK$66 (from HK$65), set at
20% target discount (unchanged) to FY19E NAV. Key risks: Interest rates, new
supply, policy changes and evolution of tourist spending behavior.

We like Wharf REIC for its direct access to giant and quality retail assets in Hongn

Kong. It is the third-largest listed retail-focused landlord globally, is an owner and
operator of key mixed-use investment properties in Hong Kong, with aggregate GAV
of c.HK$283bn and c.12mn sq ft GFA of properties. The flagship retail malls in Hong
Kong (Harbour City, Times Square and Hollywood Plaza) account for 59% of GAV and
contributed c.70% to total HK IP revenue in 2017. Their retail tenant sales together
account for c.9.2% of total HK retail market sales in 2017.

Compared to key listed HK retailers, we believe that the share price performance ofn

HK retail landlords (Wharf REIC and Hysan Development) has been relatively benign.
In addition to Wharf REIC, there are other Buy rated names with sizable HK retail
property exposure, including Sino Land and SHKP. There are also Neutral rated
names with substantial exposure to HK retail property: Mapletree North Asia
Commercial Trust, Fortune REIT, Link REIT, Hysan Development and Hang Lung
Proprties.

Exhibit 6: 60% of Wharf REIC is exposed to HK retail property, and 66% is from the crown jewel Harbour City complex
Wharf REIC’s portfolio mix for our FY19E HK$286bn worth of assets

HK Retail 
60% 

HK Office 
24% 

HK Hotel 
5% 

HK 
Others 

9% 

Total portfolio GAV by usage   

Plaza Hollywood 

Harbour City 
66% 

Times Square 
19% 

Plaza 
Hollywood 

4% 

HK Hotel 
5% HK Others 

3% 
China 

3% 

Total Portfolio GAV by projects 
Harbour City 

Times Square 

Source: Company data, Goldman Sachs Global Investment Research
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Rating and pricing information: Fortune REIT (Hong Kong) (N/N, HK$9.48), Hang Lung
Properties (N/N, HK$17.80), Hysan Development (N/N, HK$45.35), Link REIT (N/N,
HK$69.40), Mapletree Commercial Trust (N/N, S$1.57), Sino Land (B/N, HK$13.58) and
Sun Hung Kai Properties (B/N, HK$126.60)

Exhibit 7: Retail landlords (index +32% YTD2018) are lagging
behind retailers (index+57% YTD2018)
Hong Kong major Retailers and Retail landlords market cap weighted
pricing index

Exhibit 8: Wharf REIC is having 60% of its GAV in HK Retail sector
HK PropCo NAV breakdown by property types
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Sell on an Investment List is determined by a stock’s total return potential relative to its coverage. Any stock not assigned as a Buy or a Sell on an
Investment List with an active rating (i.e., a  stock that is not Rating Suspended, Not Rated, Coverage Suspended or Not Covered), is deemed Neutral.
Each regional Investment Review Committee manages various regional Investment Lists to a global guideline of 25%-35% of stocks as Buy and
10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular analyst’s coverage group may vary as determined by the
regional Investment Review Committee. Additionally, each Investment Review Committee manages Regional Conviction lists, which represent
investment recommendations focused on the size of the total return potential and/or the likelihood of the realization of the return across their
respective areas of coverage.  The addition or removal of stocks from such Conviction lists do not represent a change in the analysts’ investment rating
for such stocks.   

Total return potential represents the upside or downside differential between the current share price and the price target, including all paid or
anticipated dividends, expected during the time horizon associated with the price target. Price targets are required for all covered stocks. The total
return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership. 
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Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst’s investment outlook
on the coverage group relative to the group’s historical fundamentals and/or valuation.  Attractive (A). The investment outlook over the following 12
months is favorable relative to the coverage group’s historical fundamentals and/or valuation.  Neutral (N). The investment outlook over the following
12 months is neutral relative to the coverage group’s historical fundamentals and/or valuation.  Cautious (C). The investment outlook over the following
12 months is unfavorable relative to the coverage group’s historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances.  Rating Suspended (RS). Goldman
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and
price target, if any, are no longer in effect for this stock and should not be relied upon.  Coverage Suspended (CS). Goldman Sachs has suspended
coverage of this company.  Not Covered (NC). Goldman Sachs does not cover this company.  Not Available or Not Applicable (NA). The information
is not available for display or is not applicable.  Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Global product; distributing entities
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis.
Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics,
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in
Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; Ombudsman Goldman Sachs Brazil: 0800 727 5764 and / or
ouvidoriagoldmansachs@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Ouvidoria Goldman Sachs Brasil: 0800 727 5764 e/ou
ouvidoriagoldmansachs@gs.com. Horário de funcionamento: segunda-feira à sexta-feira (exceto feriados), das 9h às 18h; in Canada by either Goldman
Sachs Canada Inc. or Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private
Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman
Sachs New Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W);
and in the United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in connection with its
distribution in the United Kingdom and European Union. 

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom; Goldman
Sachs AG and Goldman Sachs International Zweigniederlassung Frankfurt, regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht, may also
distribute research in Germany. 

General disclosures
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst’s judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division.
Goldman Sachs & Co. LLC, the United States broker dealer, is a member of SIPC (http://www.sipc.org). 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities
discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analyst’s fundamental equity rating for such stocks, which rating reflects a stock’s return
potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. 

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase and
sales of options such as spreads. Supporting documentation will be supplied upon request. 

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by the Global Investment
Research division of GS may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g.,
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for

31 May 2018 9

Goldman Sachs Wharf REIC (1997.HK)

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f D

AI
.Y

ON
GY

I@
IC

BC
CS

.C
OM

.C
N

http://www.gs.com/research/hedge.html
http://www.sipc.org
http://www.theocc.com/about/publications/character-risks.jsp


equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related
services) that may be available to you, please contact your GS representative or go to http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.

© 2018 Goldman Sachs.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written
consent of The Goldman Sachs Group, Inc. 
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