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Introduction 
 
This report on the multi-year outlook for the grade-A office market in Hong 
Kong is a collaboration between a property consultant and an Asian 
equities research team. This is an usual pairing, since each serves a very 
different market, but in this instance both teams believed there would be 
value to clients in coordinating our analysis. The rationale was simple: 
CBRE, with its deep understanding of the commercial property market in 
Hong Kong and elsewhere in the world, and Daiwa Capital Markets, with 
its expertise in economic forecasting and corporate financial analysis 
across Asia, would together be better able to interpret how Hong Kong’s 
office market should develop over the rest of the decade, with an ever-
watchful eye on what would be possible. 
 
The timing has proven interesting, as the restructuring of the global 
investment banking model has led to a significant increase in office 
vacancies in the Central district of Hong Kong, as well as Admiralty, 
including shadow inventory from banks seeking to sub-let space or simply 
surrendering it to landlords. Having said that, other areas of the market in 
Hong Kong remain extremely tight, as global brands and retailers keep 
office space almost fully occupied in Tsim Sha Tsui, for example, while 
Island East is almost fully let due to tenant migration from Central, 
including bank back offices and accountancy firms. At the same time, a 
new office market in Kwun Tong and Kowloon Bay is emerging. While it is 
important to stay on top of these trends, these are mostly cyclical signals, 
not structural ones, and when it comes to planning office developments, 
the structural signals are more important due to the multi-year lead time 
between planning a project and taking in the first tenant. 
 
As detailed in this report, there has been an extremely close relationship 
between business-services GDP and demand for office space in Hong 
Kong over at least the past decade, and not surprisingly considering the 
maturity of the city’s economy, business services GDP has been a key 
driver of overall GDP growth. To arrive at an estimate of how much office 
space will have to be added to the existing stock by the end of 2020, 
therefore, requires firstly an assessment of the level of business-services 
GDP growth that will be needed, if Hong Kong is to remain a dynamic 
economy. According to our analysis in this report, nearly 17m sq ft of 
grade-A office space will need to be developed, representing growth of 
about 2.3% per annum. Of this amount, about 8m sq ft is already planned 
to be launched by 2020, and of the remaining 9m sq ft, 3m sq ft could be 
brought forward by the private sector. The last 6m sq ft will have to come 
from earlier than currently planned sales of government-held land. 
 
Developing 17m sq ft will be a costly endeavour. Seven government sites 
that CBRE and Daiwa recommend bringing forward for sale, for example, 
would entail an estimated HK$37bn from the private sector just to acquire 
the land, and a further HK$23bn to develop it, including financing costs. 
Bearing this in mind, it may be important to structure some of the proposed 
sites in a way that will make the financing more affordable. 
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The structure of the office market 
 
Hong Kong in a regional context 
Asia, driven by Mainland China, has been the driver of global economic 
growth in recent years, and this has gradually fed through into the regional 
real-estate market. Both domestic and foreign developers have been keen 
to exploit this growth while construction activity has benefitted enormously, 
both in terms of residential and commercial property. The office market 
has witnessed a sharp rise in new supply in recent times, leading to an 
overhaul of office stock. However, rather than leading to an oversupply of 
stock and the resultant downward pressure on prices, it has produced a 
flight to quality among office occupiers in many locations. Older buildings 
have, therefore, quickly become obsolete and rental growth has 
accelerated in modern stock. This is reflected in a report published 
recently by CBRE on Global Office Occupancy Costs. Office occupancy 
costs between 1Q11 and 1Q12 rose by 3.6% YoY around the globe with 
the three fastest-growing markets all in Mainland China: Beijing – 
Jianguomen CBD (49.4% YoY), Beijing – Finance Street (42.0% YoY), and 
Guangzhou (40.4% YoY).  
 
The strength of Asia is reflected in the fact that six of the 10 fastest-
growing markets worldwide in terms of costs are located in the region. 
Furthermore, 19 of the 50 most-expensive office markets are to be found 
in Asia, the most expensive of which is Hong Kong. This is despite Hong 
Kong having registered the largest decrease in occupancy costs among all 
markets around the globe over the period from 1Q11-1Q12 (down 17.2% 
YoY). Hong Kong is now 11% more expensive than London’s West End, 
which ranks second, and 33% ahead of Tokyo, ranked third.  
 

Top-10 occupancy costs & % annual growth (1Q12)     

 
Source: CBRE Research 
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Why is Hong Kong so expensive?  
One factor to explain Hong Kong’s position at the top of the global 
occupancy-cost rankings is the weight of demand from international 
companies. A 2011 study carried out by CBRE on office occupiers’ global 
footprints showed Hong Kong to have a greater presence of international 
occupiers than any other location in the world. Foreign corporations were 
eager to gain a presence in Hong Kong following the 1997 handover to 
China, and occupiers sought out office space with renewed vigour after the 
global financial crisis of 2008. From the end of 2009 and throughout 2010, 
the city saw a rapid rise in net absorption. A strong stimulus package from 
Mainland China contributed to renewed growth in the region and Hong 
Kong was perfectly positioned to benefit from this. Companies that had 
previously downsized looked to claw back space and net absorption 
climbed from the depths of sub-zero figures in mid-2009 to quarterly 
numbers in excess of 800,000 sq ft by mid-2010. 
 
However, until relatively recently this question of why Hong Kong is so 
expensive would have been redundant, as the city was a relatively cost-
effective option. It was not until 2005 that CBD rents in Hong Kong 
exceeded those in Paris Centre West, and it took until 2010 before 
London’s West End ceded to Hong Kong Central the dubious title of 
having the most expensive rents in the world. So, the position of Hong 
Kong is in part also due to weaknesses in competing international markets. 
 
The position of Kowloon at No.7 in the top 10 suggests that rents in Hong 
Kong are expensive across the board. However, the reality is quite 
different. Prime occupancy costs in Kowloon refer to West Kowloon. 
Kowloon East, on the other hand, is less than 30 minutes from Central and 
yet trades at a comparative discount of almost 70%, considerably more 
than the rental discount between prime space and decentralised office 
hubs in major international markets. For example, London’s Docklands 
area is 58% cheaper the London’s West End, while Jersey City is 65% 
cheaper than midtown Manhattan. Even when one looks at Paris and 
Singapore, the differences between core CBD and established 
decentralised hubs are just 41% and 39%, respectively.  
 

Hong Kong has a 
greater presence of 
international 
occupiers than any 
other location in the 
world 

Kowloon East is 
less than 30 
minutes from 
Central yet trades at 
a comparative 
discount of almost 
70% 



   
 

 8 A 2020 Vision for Hong Kong’s Office Market    Autumn 2012 

Central submarket and key decentralised locations 

 
Source: CBRE Research 

 
This is partly explained by the emphasis Hong Kong places on time and 
distance, itself perhaps a consequence of the climate. In Central, buildings 
without access to the covered walkways can see a rental discount of 10-
15% over comparable buildings with direct access. Moreover, Admiralty, 
just five minutes’ walk from Central, is 30% cheaper. Essentially, the 
further away from Central one travels on Hong Kong Island the greater the 
rental discount. The rental delta also increases when one crosses the 
harbour to comparable areas on the Kowloon side.  
 
Occupiers therefore have choices, but are they sufficient? The short-term 
lease structure does not help the situation. Occupiers looking to move to 
cheaper premises may need to amortise their relocation and installation 
costs over a three-year period, and could therefore seek a minimum 
discount of HK$30/sq ft/month over their existing location. As such, Hong 
Kong Island occupiers outside Central may struggle to find cost-effective 
alternatives if they wish to remain on the Island. In Kowloon, occupiers 
outside ICC would struggle to amortise their costs over the life of a 
standard 3-year leasing contract regardless of where they choose to 
relocate.  
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 Rental discount by district compared with Central    

 

 Source: CBRE Research 
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Rents at opposite end of the rental spectrum have also begun to converge. 
This is a direct result of an acute lack of available space. Vacancy rates 
have been trending down since 1Q09 and now stand at just 4.0%. 
However, where this vacant space is located has changed considerably 
over the course of a year. In September 2011, just after the peak of the 
last cycle, over one-third of all available space could be found in Kowloon 
East and just 20% in Central. By the end of September 2012, one-third of 
all available space was in Central, with only 7.5% in Kowloon East. As 
companies have become more cost conscious they have relocated, largely 
from Central, to cheaper areas. Vacancy rates have therefore been driven 
down in practically all decentralised locations at the expense of Central. 
So, there is currently an imbalance, whereby space is mostly available at 
the top end of the market but demand is now driven by cost-saving 
practices. This situation is reflected in the rental levels of available space. 
There is currently only one building with more than 25,000 sq ft of vacant 
space and rental levels below HK$50 sq ft/month. Furthermore, finding 
contiguous space outside the core CBD is a challenge for occupiers. Of 
the 21 buildings in Hong Kong that offer available space of over 25,000 sq 
ft, only three are located on Kowloon side (nine are in Central). On the 
other hand, almost half of the 105 buildings with available space of less 
than 5,000 sq ft are located in Kowloon East (just 14 are in Central).  

There is currently 
only one building 
with more than 
25,000 sq ft of 
vacant space and 
rental levels below 
HK$50 sq ft/month 

 
 Hong Kong vacancy rates by district and peak and current vacant 

space    
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Vacant space: peak and current    
 

Source: CBRE Research   
 

 
Existing market structure 
According to figures from the Hong Kong Rating and Valuation 
Department, the total area of offices in Hong Kong amounted to just over 
116m sq ft at the end of 2011. Of this total, over 73m sq ft (63%) 
comprised grade-A offices, a term used subjectively as the buildings are 
classified as ‘modern with high quality finishes; flexible layout; large floor 
plates; spacious, well decorated lobbies and circulation areas; effective 
central air-conditioning; good lift services zoned for passengers and goods 
deliveries; professional management; parking facilities normally available’.  
 
CBRE’s estimate of grade-A office stock of over 65m sq ft is largely 
consistent with that of the Hong Kong Government, both in terms of definition 
and size. However, CBRE is more selective in terms of location, and 
therefore excludes some less-accessible and non-traditional office areas, 
such as Southern district, Tuen Mun, Yuen Long, Sai Kung, and the outlying 
islands. Excluding these areas from the government data, its stock of grade-
A office space comes down to 70m sq ft. CBRE also excludes buildings that 
are dominated by retail/semi-retail occupiers, such as clinics, beauty salons, 
and travel agents (eg, City Landmark and Grand City Plaza in Tsuen Wan).  
 
Another important aspect to note is that in terms of the occupier market, 
the CBRE stock reflects those buildings where letting transactions 
frequently take place to reflect accurately occupier activity. Certain 
corporate owner-occupied buildings are, therefore, excluded on the 
grounds that they do not register leasing transactions (eg, HSBC Main 
Building in Central).  
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 Distribution of office space    

 

 
 Source: CBRE Research 

 
The core of the Hong Kong office market is located in the Central sub-
market and accounts for 20% of total stock. The strength of the financial 
sector in Hong Kong is most evident here, occupying over half the office 
space in the top-20 buildings in terms of rental levels. This is followed by the 
legal sector, with 15%. In general, the financial sector, professional services, 
retail, and insurance sectors occupy over 75% of grade-A office space in 
Hong Kong. While finance companies and professional bodies prefer to 
maintain a front-office presence in or near the core CBD, we are increasingly 
seeing split office operations with back offices shifted to decentralised areas. 
The retail and insurance sectors largely opt to locate all their operations in 
decentralised areas, for example in Hong Kong East or in Kowloon.  
Kowloon East, covering Kowloon Bay and Kwun Tong, is the largest 
decentralised sub-market, providing 9m sq ft of grade-A space, or 14% of 
Hong Kong stock. This is a key location for the insurance sector, in 
addition to back offices for the financial sector. Kowloon East has also 
been a focus for new developments over the last 10 years, supplying 
almost 8m sq ft of grade-A office space (48% of total new developments 
during the period) as the district has been transformed from a traditional 
industrial and manufacturing area into a business hub.  
 
In terms of ownership, SHK Properties (SHKP) is the most significant 
Hong Kong office landlord in volume terms, with almost 15% of all Hong 
Kong’s existing grade-A office space in its portfolio. Other landlords with a 
market share of more than 5% are Swire Properties (Swire) (10.6%), Hong 
Kong Land (6.5%), Wharf (6.5%), Sino Land (5.6%), and Henderson Land 
(5.4%). Were Hutchison Whampoa and Cheung Kong considered one, 
then its market share would be 5.63%. Together, the top seven landlords 
therefore account for 55% of the grade-A office market.  
 

   

Central
20.8%

Admiralty
6.5%

Sheung Wan
4.9%

Wan Chai
10.7%

Causeway Bay
5.2%

Decentralised 
Hong Kong Island

11.8%

Tsim Sha Tsui
12.1%

Kowloon East
13.6%

Other Kowloon & 
New Territories

14.3%

The financial sector 
occupies over half 
the office space in 
the top-20 buildings 
in terms of rental 
levels 



   
 

 12 A 2020 Vision for Hong Kong’s Office Market    Autumn 2012 

The SHKP portfolio is weighted in favour of Kowloon, with almost 70% of 
its grade-A office portfolio located there. Meanwhile, on Hong Kong Island, 
the company is a dominant office landlord in Wan Chai, where the Sun 
Hung Kai Centre office building and Central Plaza are located, and in 
Central, where its participation in International Finance Centre 2 (IFC2) 
accounts for just under 11% of the office space in its total portfolio. 
Looking at other areas, Hong Kong Land is a key landlord in Central with 
31% of the volume of grade-A office space, Swire is prominent in Admiralty 
(28%), Wharf and Hysan in Causeway Bay (23% and 48%, respectively) 
and Wharf in Tsim Sha Tsui. 
 

Grade-A stock distribution by major landlord  

District 
Total stock 

(sq ft net) 
Percentage of 

total stock SHKP 
Swire 

Properties 
Hongkong 

Land Wharf Sino Land Strata -title Other 
Central 13,553,260 21% 7.74% 0% 31.37% 0% 1.40% 6.22% 53.70% 
Sheung Wan 3,212,326 5% 0% 0% 0% 0% 0% 59.00% 41.00% 
Admiralty 4,205,769 6% 0% 28.38% 0% 0% 0% 59.78% 11.84% 
Wan Chai 6,844,840 11% 22.98% 7.43% 0% 0% 8.68% 8.89% 52.02% 
Causeway Bay 3,370,697 5% 9.67% 0% 0% 22.66% 5.23% 0% 62.44% 
North Point 1,953,767 3% 0% 29.07% 0% 0% 10.25% 9.57% 51.12% 
Hong Kong East 5,762,472 9% 0% 77.83% 0% 0% 0% 0% 22.17% 
Tsim Sha Tsui 7,900,536 12% 23.71% 0% 0% 43.66% 9.93% 8.82% 13.88% 
Tsim Sha Tsui East 3,457,610 5% 0% 0% 0% 0% 16.96% 68.75% 14.29% 
Kowloon East 9,333,015 14% 22.03% 0% 0% 0% 11.89% 1.07% 65.02% 
Mong Kok 1,235,244 2% 31.50% 0% 0% 0% 0% 0% 68.50% 
Kwai Chung & Tsuen Wan 1,530,595 2% 83.26% 0% 0% 0% 0% 0% 16.74% 
Hung Hom 978,315 2% 0% 0% 0% 0% 0% 0% 100.00% 
Cheung Sha Wan 631,263 1% 23.76% 0% 0% 0% 0% 38.02% 38.22% 
Other Kowloon & New Territories 1,048,096 2% 87.12% 12.88% 0% 0% 0% 0% 0% 
TOTAL 65,017,804 100% 14.77% 10.60% 6.54% 6.48% 5.60% 14.55% 41.55% 
Source: CBRE Research 
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The outlook for the market 
 
Forecasting office supply 
Supply is the valve whereby pressure in the office market is released. A 
spike in demand pushes down the vacancy rate, causing rents to rise and 
encouraging developers to press ahead with new projects. However, Hong 
Kong’s record of supplying new office space to cater for rising demand on 
a consistent basis can best be described as patchy. The origins of this 
anomaly can be traced to: 1) the years immediately after the 1997 
handover, when uncertainty dominated the market and few projects were 
initiated, and 2) the years after the SARS outbreak, when fear dominated 
the market.  
 
Throughout this time Hong Kong has been navigating periods of boom and 
bust as supply tended to hit the market at the least opportune time, and this 
would discourage developers from initiating further projects in the following 
years. The two largest office towers in Hong Kong, International Commerce 
Centre (ICC) and IFC2, were completed in 2008 and 2004, respectively, 
coinciding with the two biggest crises to hit the market. In addition, office 
projects in Hong Kong tend to be large in size and supply is therefore quite 
‘lumpy’, creating volatility that in turn feeds through into rents. For example, 
for Hong Kong, the CBRE long-term annual rental-growth series shows just 
17% of data points between +10% and -10%. This compares unfavourably 
with the corresponding figures of 32% for London and 44% for New York.   

Office projects in 
Hong Kong tend to 
be large in size and 
supply is therefore 
quite ‘lumpy’, 
creating volatility 
that feeds through 
into rents 

 
Looking ahead, the vacancy picture is unlikely to improve for occupiers as 
the supply pipeline is weak. CBRE forecasts new supply to average just 
over 1m sq ft/year through to the end of 2014. This is significantly below 
the long-term average of just over 1.8m sq ft. Conditions are therefore set 
to harden, and Hong Kong is already operating off a low vacancy rate. 
While the situation should improve over 2015-16 as supply increases, we 
still only expect new completions over the period to be in line with the long-
term average. Beyond the five-year period through to the end of 2016, the 
volume of new supply looks set to dip significantly to average just under 
600,000 sq ft per year until the end of 2020. CBRE forecasts a total of 
almost 8m sq ft to be completed through to the end of 2020, and vacancy 
rates look likely to remain very tight throughout the whole decade.  
 

 Supply including pipeline    

 

 Source: CBRE Research 
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Supply is inadequate not only in terms of quantity but quality. Large 
occupiers generally seek large floorplates in excess of 10,000 sq ft in order 
to reduce space inefficiencies. They would prefer not to spread their 
employees over a number of floors, and not on floors served by different 
lift shafts. Many of them also show a clear preference for single-landlord 
buildings, as renegotiating leases or conducting rent reviews with more 
than one landlord increases the uncertainty significantly.  
 
However, over the coming years there is a distinct lack of large-floorplate, 
single-landlord buildings in the pipeline on Hong Kong Island. In fact, there 
is only one with these characteristics, the Forum redevelopment in Central, 
and this is already fully pre-let and will therefore offer up no available 
space to the market. In Kowloon the supply outlook is more favourable. Of 
the 5.9m sq ft that CBRE forecasts for completion in Kowloon through to 
the end 2016, 49% is accounted for by single-landlord, large-floorplate 
buildings. It is only in 2017 that we will start to see this type of building 
come on to the market again on Hong Kong Island, with a total of four such 
buildings due to provide 1.9m sq ft between 2017 and 2020.  
 

Supply by type of building    
 

Source: CBRE Research   
 
Forecasting office demand 
Starting from the likely self-evident view that the driver of office space 
demand is economic activity in the business services sector, we set out to 
build a model of demand based on projected growth in that segment of the 
economy. While the government has only been publishing data on 
business services’ GDP since 2000, as the following chart illustrates, its 
growth has exceeded that of the overall economy for eight of the 
subsequent 11 years. The exceptions have been more recent, reflecting 
the severe negative impact that the 2008 global financial crisis had on the 
all-important financial services sector, although it is nevertheless 
interesting that real business services’ GDP increased by more than 5% 
YoY for both 2010 and 2011, underlining its continuing significance to the 
economy. 
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Business services remain an important source of economic growth for Hong Kong       

-6%

-1%

4%

9%

14%

19
80

Real GDP YoY%  (HK Bn) Real Business Sector GDP YoY%  (HK Bn) Avg Real GDP YoY% Avg Real Business Sector GDP YoY%
(Data only available since 2000)

2012 Forecast (GDP)

Forecast:
Avg  Real Business Sector  
GDP 4 %
Avg Real GDP 3.5%

  
Source: CEIC, Daiwa estimates 

 
Looking forward, Daiwa’s economics team forecasts average GDP growth 
of 3.5% YoY through to 2020, and 4% YoY growth for the business 
services sector. The GDP forecast factors in a growth rate for 2012 of just 
under 1% YoY and 2% YoY for 2013, with a subsequent acceleration 
through to 2014. Long-term projections of this nature are admittedly highly 
uncertain, especially for an economy such as Hong Kong’s, which is 
exceptionally susceptible to external factors. However, for the purpose of 
estimating how much new office supply will be required, which by its very 
nature means developing a multi-year plan, forecasting the growth of the 
business services segment is an essential starting point. 

Our demand model 
is based on a long-
term 3.5% GDP 
growth assumption 

 
The pertinent question is whether 4% YoY is the appropriate rate to 
assume. As mentioned above, this forecast is less than the sector’s 5% 
YoY expansion rates for 2010 and 2011, and significantly lower than the 
nearly 6% annual rate seen over the last decade. Of course, the important 
financial services sector is unlikely to repeat the tremendous expansion 
seen between 2000 and 2007, due to the series of financial crises seen 
since then in the developed markets and the ensuing increased regulation 
that is putting constraints on what activities financial services companies 
can be involved in.  
 

 Financial services will likely be a near-term drag on demand         

 

 
 Source: CEIC, Daiwa estimates 
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Countering this trend, however, is the likelihood that Asia’s superior 
economic growth will encourage global financial services companies to 
maintain a relatively large presence in the region, which in Hong Kong’s 
context would be augmented if China continued to experiment with 
internationalising its currency. In addition, from a government-planning 
perspective, ensuring sufficient office infrastructure is in place is essential 
if Hong Kong is to gain from any new businesses that decide to establish a 
presence in the region. 

From a planning 
perspective, 
maintaining 
sufficient office 
infrastructure is 
essential 

 
The other way to look at this question is if the increase in office supply is 
too rapid, then a significant proportion of the consequent new office supply 
would remain vacant, diminishing the credibility of government planners 
and harming the returns of the companies that made the sizeable 
investment in developing new office towers. If too slow, then rapid rental 
inflation could follow, again putting pressure on Hong Kong’s regional 
competitiveness. Daiwa’s 4% YoY forecast, therefore, should be seen in 
this context. It is an effort to balance the financial, reputational, and 
economic risks at the extremes, while at the same time accepting that the 
structural growth rate is likely to be lower than was seen in the last 
decade. 
 
Having established a benchmark for business services growth, estimating 
the needed office space is a relatively easy step. We regressed grade-A 
office space in use from 2000-11 against business services’ GDP growth 
in those years, which resulted in a very high R2 of 95.8% with statistically 
significant t-stats of well over 15. In calculating office space in use, we 
used the Hong Kong Government’s Rating and Valuation Department data 
for total grade-A supply less the department’s estimates of the vacancy 
rate. Assuming that this strong relationship is maintained in the future, and 
forecasting an annual average 4% YoY growth in business services sector 
GDP through to 2020, results in grade-A office demand in that year of over 
82m sq ft. After adjusting for a structural vacancy rate of 8.5% (see the 
Key assumptions section on the following page for an explanation), the 
final supply requirement works out to nearly 90m sq ft. 

The correlation 
between business 
services GDP and 
office demand is 
very high 

 
 Regression of office space demand against business services sector 

GDP       

 

 Source: CEIC, Daiwa 
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At the end of 2011, there was 73m sq ft of grade-A office stock, based on 
government data, implying the need to construct 16.6m sq ft between 2012 
and 2020. The following table presents the key data points behind this 
conclusion, while also testing its sensitivity to different business-sector 
growth assumptions. A 1pp faster growth rate than Daiwa forecasts, for 
example, results in an estimated need for nearly 22m additional square 
feet, while a 1pp lower rate produces an estimate of about 12m sq ft.  
 

Sensitivity of estimated additional office supply to business sector GDP     
   

Units Very Strong Strong Base case Weak Very Weak 
Zero 

Incremental 
Real GDP:  % 5.5 4.5 3.5 2.5 1.5 1.5 
Real GDP: Business sector 6 5 4 3 2 1.8 
Take Up: 2020 

Thousand 
Sq ft 

92,078 87,016 82,326 77,990 73,936 73,384 
Stock: 2020  
(Vacancy 8.5%)           100,632              95,100              89,973              85,235              80,805              80,201 

Take Up: 2011 68,562 68,562 68,562 68,562 68,562 68,562 
Stock: 2011 73,384 73,384 73,384 73,384 73,384 73,384 
Incremental  
(Take Up 2020 - Stock 2011) 18,694 13,632 8,942 4,606 552 0 

Incremental  
(Stock 2020 - Stock 2011)              27,248              21,716             16,589              11,851                7,421                6,817 

Source: Daiwa estimates 

 
 
Key assumptions  
- An average 4% annual growth in business services’ GDP, starting from 

a very low rate of 1% YoY for 2012, gradually rising to 3% YoY for 2013 
and 5% YoY for 2020. 

- Considering the maturity of Hong Kong’s business services sector, the 
productivity of office space use in terms of square feet needed per 
person is assumed to be constant.  

- A vacancy rate of 8.5% is assumed, in line with the average seen over 
the past 20 years, excluding the years after the Asian financial crisis, the 
global financial crisis, the SARS outbreak, and the dotcom bust, when 
vacancy rates temporarily rose sharply. A lower vacancy-rate 
assumption reduces the additional forecast supply required. 

 
Stock, take-up, vacancy history (1990-2011)      

 
Source: CEIC 
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Estimating the need for almost 17m sq ft of additional office space over a 
nine-year period is not a very aggressive target. On a per-annum basis, it 
equates to 1.8m sq ft, which is marginally less than the average annual 
increase in office stock between 1995 and 2011. In percentage terms, it 
represents a CAGR of only 2.3%.  
 
Admittedly, Hong Kong’s working-age population is likely to grow much 
more slowly than that, due to an ageing demographic profile, according to 
Census & Statistics Department (C&SD) forecasts. In a July publication, 
entitled Hong Kong Population Projections 2012-2041, the C&SD provided 
detailed domestic population forecasts, broken down into five-year age 
brackets. Focusing on population growth in the 20-64-year-old brackets, 
assuming that to be a reasonable age profile for those who work in offices, 
the C&SD forecasts the available working-age population to increase by 
only 3.9% between mid-2011 and the middle of 2020, or at a 0.4% CAGR.  
 
There are a couple of factors that could close the gap between our office-
stock growth forecast and the C&SD’s working-age population growth 
projection. One is an increase in the labour participation rate, which is 
below the levels seen in the 1990s and early 2000s. Another is importing 
skilled labour, which of course has been a regular feature of Hong Kong’s 
employee configuration for many decades.  
 
The final point to consider in this discussion of office demand is economic 
productivity, which explains why we believe the office stock only needs to 
increase at a 2.3% CAGR despite a forecast 4% YoY rise in business 
services’ GDP. Based on government calculations, labour productivity has 
increased at a 3.8% annual rate over the last decade, with the financial 
and insurance sector seeing an almost 8% increase. Inherent to our 
forecasts, which are not based on an explicit modelling of productivity, is 
an assumption that productivity growth will slow, which arithmetically would 
have to happen as GDP growth slows while employment numbers 
increase. 
 

 Hong Kong: labour productivity      

 

 Source: CEIC 
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Suggested solutions to the supply problem 
 
Future supply 
Hong Kong may be faced with a shortfall of almost 9m sq ft between how 
much space is needed to achieve required economic growth and forecast 
pipeline supply through to end-2020. Looking beyond the current decade, 
CBRE has identified a total of 20.7m sq ft of potential pipeline grade-A 
office supply that could be completed after 2020, split 75:25 in favour of 
Kowloon side. In terms of the nature of the supply, 17.6m sq ft is made up 
of government sites and just 3.1m sq ft has been identified as private-
initiative developments. Of this, CBRE forecasts 60% to be completed on 
Hong Kong Island. CBRE also expects over 95% to consist of large-
floorplate buildings with a single-landlord ownership structure. If one 
assumes that office vacancy rates are likely to remain tight as we move 
through the current decade, then it seems likely that developers will be 
keen to initiate projects. As such, we expect this space may indeed be 
completed before the end of the decade.  
 
Aside from private developments, an additional 6m sq ft from the post-
2021 public-sector pipeline supply would need to be brought forward. The 
task in hand is therefore to identify sites that would not only be 
commercially attractive and viable, but could also be fast-tracked through 
the government land-disposal process to encourage faster development of 
office space. 
 
Kowloon East has attracted much attention over the last year since the 
government announced plans to release sufficient land to allow 40m sq ft 
(gross GFA) to be developed over the next 10 years. While this initiative is 
most welcome it is not without its difficulties. These relate to each of the 
areas covered under the plan: Kai Tak, Kwun Tong, and Kowloon Bay.  
 
 

An additional 6m    
sq ft from the post-
2021 public-sector 
pipeline supply 
would need to be 
brought forward 
from post-2020 
forecast supply 
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Kowloon East Office Node  

 
Source: CBRE Research 

 
CBRE estimates that, under current planning, almost 7.3m sq ft of office 
space (net GFA) could be delivered at the old Kai Tak airport site, 
principally facing onto Prince Edward Road. However, delivering this 
space within the required timeframe (by 2020) could be challenging as 
major civil works are being carried out in the area on the underground 
MTR station and public infrastructure. This work is likely to extend beyond 
2020 and could delay site delivery and, therefore, development. Moreover, 
the only sites with any level of certainty surrounding them are for 
government use. As such, we do not think it feasible to expect any sites in 
the Kai Tak area to be fast-tracked. 
 
Following the 2012 annual policy address by the Hong Kong Government, 
the Development Bureau announced plans to expand on the existing office 
supply in Kowloon East to create a major, decentralised office hub. The 
project was designated as CBD2 and one of its key features is the 
regeneration of older industrial space in Kwun Tong. This is a particularly 
challenging proposal for a number of reasons, chief of which is the 
fragmented nature of the ownership structure, which makes it very difficult 
to acquire development sites.  
 
Furthermore, a land premium is more often than not required to re-develop 
and change the use of an asset. This relates to the rise in value resulting 
from the change in use and, therefore, places all the risk on the developer, 
while at the same time significantly reducing the potential return. The land 
premium may be waived when an industrial building is “revitalised” rather 
than redeveloped. However, to qualify under this criteria, certain conditions 
must be met, such as maintaining the existing structure and physical mass 
of the building, and this approach is not always commercially viable. As 
such, CBRE does not expect the revitalisation of industrial space to have a 
significant impact on the supply of offices over the coming years.  

Kowloon East Development Area 

Grade A offices 
Government development sites 
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In total, the government has identified nine development sites and two 
‘action areas’ within the CBD2 project. These action areas are larger sites 
and CBRE views them as long-term developments. As such, they are not 
considered in the supply profile through to the end of 2020. For example, 
the site designated ‘Action Area 1’ on the plan is located south of Sheung 
Yee Road in Kowloon Bay. Despite being an excellent location, it currently 
houses a vehicle testing centre and a waste-treatment plant, both of which 
will need to be relocated. This process is likely to be very lengthy. As such, 
for the purposes of this study, we have removed these two action areas 
from consideration for potential development within the 2012-20 
timeframe.   
 
Of the nine development sites, totalling 4.7m net sq ft, two of these are 
located on King Yip Street in Kwun Tong. In CBRE’s opinion, they are not 
suitable to be brought forward as their success would be dependent on the 
establishment of a new transport system, such as the proposed monorail. 
CBRE also views another two sites in Kowloon Bay, close to the KITEC 
exhibition centre, as long term as their development is subject to the 
completion of public works associated with the Kai Tak project.  
 
Looking at the five remaining sites, all located in Kowloon Bay, two are 
currently occupied and this is a significant obstacle for redevelopment. As 
such, on the CBD2 conceptual master plan there are only three sites 
(detailed in the table on page 24) that we recommend as being suitable to 
be fast-tracked through the land-disposal programme. This would provide 
about 1.5m sq ft of office space. While the immediate disposal of one of 
these sites totalling approximately 300,000 sq ft was announced recently, 
we would also strongly urge the government to reconsider elements of the 
master plan in order to generate more commercially attractive and viable 
development proposals for completion before the end of 2020. 

As stated previously, the large action areas are long-term proposals. 
However, there may be scope to progress with certain elements of Action 
Area 1 as the obstacles already outlined relate to the northern end of the 
site. We therefore recommend that the government look to release land to 
provide 500,000 sq ft of gross lettable area towards the southern end of 
the site along Hoi Bun Road, adjacent to the Wheelock development site. 
Not only would this add GFA, it would also provide linkage along the 
waterfront, a key area of the conceptual plan. 
 
Fundamental to the success of CBD2 is not only the early delivery of some 
key sites, which we have identified, but also the concentration and 
connectivity of a critical mass of office space. Existing proposals for 
development sites on Kai Tak facing on to Prince Edward Road do not 
serve this purpose. Neither do we feel that the non-office proposed 
developments on the Kai Tak apron close to the Kowloon Bay waterfront 
are location critical. Some of the sites close to the existing Kowloon Bay 
office hub should therefore be given over to office use, while some non-
office uses could be clustered along Prince Edward Road. We estimate 
this would allow an additional 1m sq ft of office space to be added to 
Kowloon Bay, and lift the supply attributable to the CBD2 project in the 
area to 3m sq ft before the end of the decade.  

We strongly urge 
the government to 
reconsider elements 
of the master plan in 
order to generate 
commercially 
attractive and viable 
development 
proposals for 
completion before 
the end of 2020 
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Given the current stock of 4.5m sq ft, and planned developments of 
800,000 sq ft, fast-tracking the recommended sites could increase grade-A 
office stock in Kowloon Bay to 8.3m sq ft by 2020. This is comparable to 
Marina Bay in Singapore, which currently has 5.5m sq ft of office space, 
with another 3.25m sq ft scheduled for completion through to 2017 and 
land reserved for a further 765,000 sq ft of future office developments. 
 
Next to Kowloon Bay, Kwun Tong currently has 4.4m sq ft of grade-A 
office space and CBRE expects this to reach 7.2m sq ft by 2020, given the 
volume of planned private developments in the pipeline. Significant 
development in both Kowloon Bay and Kwun Tong would create the critical 
mass necessary to encourage private developers to take on 
redevelopment and revitalisation projects. This would serve to link the two 
areas and enhance the position of Kowloon East as a major location for 
decentralised space in the Hong Kong office market. Indeed, the combined 
total of 15.5m sq ft of office space would put it in the same league as the 
London Docklands market, housing Canary Wharf, which currently has 
18.6m sq ft of office space.   
 
The sum of the above proposals would therefore help achieve the 
government’s goals in relation to CBD2, by creating a major decentralised 
office hub and also kick-starting the regeneration of older industrial areas. 
It would also provide 3m sq ft of office space out of the additional 6m sq ft 
that needs to be fast-tracked from the public sector. To arrive at this total 
of 6m sq ft, we recommend that efforts be made to ensure a speedy 
delivery of projects located in West Kowloon, totalling almost 3m sq ft. This 
relates to the site above the West Kowloon high-speed rail terminus, which 
is planned to accommodate 2.1m sq ft of office space, and the 900,000 sq 
ft office provision in the West Kowloon Cultural District. This area has 
already attracted significant office demand, to the point where the 2.5m sq 
ft ICC tower is practically fully occupied. Moreover, it houses three major 
international investment banks, evidence that with the right package 
tenants will consider relocating to alternative areas. However, if there is 
one criticism often levelled at ICC, it is that it can feel quite isolated from 
an office-market viewpoint, sitting atop a shopping mall and surrounded by 
residential towers. By more than doubling the existing stock in West 
Kowloon to 5.5m sq ft, it would gain the necessary critical mass to become 
a major office node a short distance from the existing CBD.  
 

Current stock, 
forecast supply and 
additional sites that 
could be fast-
tracked would give 
Kowloon Bay a 
grade-A stock 
similar in size to 
Marina Bay in 
Singapore 
 
 

Increasing the West 
Kowloon stock to 
5.5m sq ft would 
give it the 
necessary critical 
mass to become a 
major office node 
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West Kowloon Office Node  

 
Source: CBRE Research 

 
In summary, the sites we propose to be fast-tracked through the land-
disposal process would supply an additional 6m sq ft of office space and, 
together with private developments, would provide the necessary platform 
for economic growth. However, this list should not be viewed as 
exhaustive, rather as the most pragmatic and achievable, yet commercially 
attractive targets. 
 
There are, of course, other commercially attractive opportunities to provide 
office space, but delivery of these is more of an issue. For example, the 
site of the government towers in Wan Chai would no doubt attract the 
attention of developers, despite some technical issues that could affect a 
complete redevelopment. However, the release of the site is largely 
dependent on the progress made with alternative locations for government 
departments, for example in Kai Tak. While we understand there may be 
some room to bring forward the delivery date of the sites, this remains a 
challenge. Furthermore, closer to the CBD some government-owned car 
parks will provide much-needed space once some initial hurdles are 
overcome. Both Rumsey Street car park in Sheung Wan and Murray Road 
car park in Admiralty offer great potential, and while we could expect at 
least one of them to be completed before the end of 2020 the timeline 
remains unclear. 
 

West Kowloon Development Area 

Grade A offices 
Government development sites 

Tsim Sha Tsui 
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Government sites proposed for fast-tracked land disposal  

Site Location 
Approx net GFA (sq 

ft) Developer 
West Kowloon Cultural District Tsim Sha Tsui 900,000 Government Prop Agcy 
West Kowloon Terminus (Guangzhou-Shenzhen-Hong Kong Express Rail) Tsim Sha Tsui 2,100,000 Government Prop Agcy 
Junction of Wang Chiu Road and Lam Lee Street Kowloon East 550,000 Government Prop Agcy 
Junction of Sheung Yuet Road, Wang Tai Road and Wang Yuen Street Kowloon East 300,000 Government Prop Agcy 
Yan Yip St Kowloon East 650,000 Government Prop Agcy 
Action Area 1 annex – Hoi Bun Road Kowloon East 500,000 Government Prop Agcy 
Kai Tak – Kowloon Bay waterfront Kowloon East 1,000,000 Government Prop Agcy 
Source: CBRE Research 

 
Location of sites recommended for fast-tracked disposal  

 
Source: CBRE Research 

 
The argument for decentralised space 
We maintain that for Hong Kong to tackle the likely shortfall in new supply 
we need to see the development of major decentralised office hubs. 
However, an argument is often put forward that the city needs additional 
space in the core CBD around Central rather than large-scale projects in 
decentralised areas. The rationale is that companies would rather be in or 
close to Central, and so this is where space should be made available. 
Despite championing the development of office hubs beyond the traditional 
CBD, we essentially agree with the crux of this argument, although not 
with the method of achieving the objective. A lack of available sites in the 
CBD restricts opportunities to take a direct approach and simply add to 
grade-A office stock in Central. Essentially, there are physical barriers that 
make it difficult, if not impossible, to provide the office space Hong Kong 
needs, in and around the existing core CBD. The planned development of 
the Central harbourfront is welcome but details on timing are lacking and 
the proposed scope is less than satisfactory. We feel the solution lies in 
providing cost-effective office space in order to give occupiers more 
choice. Occupier decisions would then lead to the distribution of vacant 
space in accordance with market forces. Evidence of this can be seen in 

Grade A offices 
Government development sites 

3m sq ft of new supply  
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the successful letting of ICC in West Kowloon and One Island East, 
developed by Swire, in Hong Kong East. 
 
Certain occupiers will always look to take space in the best locations and 
will accept paying very high prices to do so. Generally, these occupiers will 
be high-margin companies for which real-estate occupancy costs are not 
significant to their overall business. This happens in markets across the 
globe. Using London as an example, the West End is a popular office 
destination for hedge funds and prices there have had a premium of more 
than 60% relative to the City sub-market since 2000. In Hong Kong, 
Central has had a premium of 40% over Admiralty, the second most 
expensive sub-market, over the same time period. The finance and 
banking sectors have been the main players in maintaining this delta as 
strong demand has been met with limited supply.  
 
Over the past year we have seen how space has become available in 
Central as companies have sought more cost-effective options. This has 
not resulted in many Central tenants relocating to Kowloon East, but there 
has been a shift to other mid-market or decentralised locations, which in 
turn has forced down vacancy rates in these areas. As demand then 
exceeds supply in cost-effective locations, there is a further shift down the 
ladder so that a situation develops where areas at the low-to-mid points on 
the rental spectrum suffer from a lack of availability, while vacant space is 
abundant at the top end. Such is the case in Hong Kong currently.  
 
Vacant space in Central will undoubtedly fill up again as market conditions 
improve, so the need for a constant supply of office space remains. By 
positioning this space in cost-effective areas one opens up a range of 
options for occupiers. By improving the quality and accessibility of space at 
the lower end of the spectrum, one also makes it easier to attract a wider 
range of occupiers. Market forces will then dictate where tenants choose to 
locate, rather than a lack of choice squeezing tenants into the more 
expensive locations. This has already happened when space has become 
available in the more cost-effective locations. The insurance sector is 
prominent in Kowloon East, while office demand from the retail sector is 
significant in Hong Kong East and Tsim Sha Tsui.  
 

Certain occupiers 
will always look to 
take space in the 
best locations — 
and will accept 
paying very high 
prices to do so 
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Available space at the top end of the market does not encourage tenants 
to move, as trading up to more expensive premises is difficult. Available 
space in the mid-to-low segments of the market allows companies a 
choice of locations and encourages a more even distribution of occupiers 
and therefore vacancy rates. This, of course, results in reduced volatility in 
rental levels.  
 
Another argument levelled against the development of macro-projects, 
such as CBD2, is that it will do nothing to alleviate short- to mid-term 
supply problems. Again, we only agree in part. Short-term supply problems 
cannot be solved by land supply, as physically there is no quick fix to 
shorten significantly the development process. However, if tenants are 
given clarity on the deliverability of projects they can structure their 
requirements to take future supply into account. Previous studies carried 
out by CBRE show deliverability to be the third most important criteria, 
closely behind cost and location, for an occupier when deciding on pre-
letting space in a new development. An examination of leasing activity 
over the last 12 months in Hong Kong shows that companies are already 
concerned about their lease-expiry profile over the coming years, given an 
expected shortage of supply. As such, they are structuring their leasing 
commitments, both in terms of location and lease terms, in order to take 
advantage of a likely increase in supply in 2015.  
 
Beyond 2015-16, the current pipeline schedule suggests a further 
tightening in supply. The government has a key role in providing clarity on 
what space can be brought forward for development. It can do this by 
concentrating on those sites that are most viable and commercially 
attractive, essentially those that we have detailed in our recommendations. 
This also provides breathing space to continue with a master plan for the 
key decentralised office hubs.  
 
Getting the private sector involved 
Developing the recommended 6m sq ft will, of course, be an expensive 
endeavour, one which almost certainly will fall upon the shoulders of the 
private sector, based on the history of Hong Kong commercial-property 
development. In assessing approximately how much it will cost to 
purchase the land from the government and develop the properties, we 
separate the sites into three groups, the two in West Kowloon, the four in 
Kowloon East, and the one on the former airport site at Kai Tak. 
 
All three areas are relatively new centres for office properties in Hong 
Kong, as discussed earlier, but West Kowloon has one clear comparison 
for valuation purposes, the 118-storey ICC, which is the only commercial 
building on the 12.5-hectare Union Square development. The project is 
adjacent to both of the sites we recommend in West Kowloon, and by 
virtue of its proximity should provide equal access to the MTR transit 
network through Kowloon Station, which lies below Union Square. The 
West Kowloon Terminus site will also provide relatively quick access to 
Shenzhen and Guangzhou via the high-speed rail service that is being 
constructed. Together, the two recommended West Kowloon sites and ICC 
have the potential to become a new commercial hub to complement 
Central.  

Available space in 
the mid-to-low 
segments of the 
market allows 
companies a choice 
of locations and 
encourages a more 
even distribution of 
occupiers 
 
If tenants have 
clarity on the 
deliverability of 
projects they can 
structure their 
requirements to 
take future supply 
into account 

Developing the 
recommend sites 
will be an expensive 
endeavour 
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ICC is owned by Hong Kong-listed SHKP. Daiwa’s equity research team 
values the 2.5m sq ft of office space in ICC at HK$41bn, or HK$16,500/sq 
ft. Our valuation model for the two West Kowloon properties results in a 
comparable estimated completion value of HK$16,000/sq ft, or HK$48bn in 
total. This is the estimated cost of both the land and construction, as well 
as an assumed developer’s margin. On a back-of-envelop estimate of 
HK$4,500/sq ft for the development cost and a 20% margin for the 
developers to compensate them for the risk of taking on such a high-cost, 
long-duration project, the cost of the land alone would amount to some 
HK$24.9bn. 
 

West Kowloon sites: estimating the cost of development  

Site 
Land cost 

(HK$/sq ft) 
Development 

cost (HK$/sq ft) 

Developer's 
margin (% of 

completion 
value) 

Completion 
value (HK$/sq ft) 

Land cost 
(HK$m) 

Development 
cost (HK$m) 

Completion 
value (HK$m) 

West Kowloon Cultural District 8,300 4,500 20% 16,000 7,470 4,050 14,400 
West Kowloon Terminus 8,300 4,500 20% 16,000 17,430 9,450 33,600 
TOTAL     24,900 13,500 48,000 
Source: Daiwa estimates, CBRE Research 

 
Costs drop significantly as the discussion shifts to Kowloon East. SHKP, 
Sino Land and Kerry Properties are among the largest office landlords in 
the area. SHKP owns nearly 1.8m sq ft of office space in Millennium City in 
Kwun Tong, which Daiwa values at about HK$6,700/sq ft, while Sino has 
four office or industrial/office towers in Kowloon East, valued in a range of 
HK$3,000-6,500/sq ft. The other reference point is Kerry Properties’ 
Enterprise Square, for which transactions have been about HK$5,500/sq ft 
for the initial phases and HK$7,500-8,000/sq ft for Enterprise Square 
Three. Assuming that the four Kowloon East properties on the list will be 
developed at a high enough standard to achieve the upper end of recent 
transaction prices (ie, greater than HK$8,000/sq ft) results in our estimate 
of a completion value of HK$18.2bn. Again after assuming a 20% 
developer’s margin, the estimated value includes a land price of HK$8.5bn 
and development costs of HK$6bn, the latter figure assuming HK$3,000/sq ft 
due to a likely lower market positioning than would be the case in West 
Kowloon. 
 

Kowloon East sites: estimating the cost of development  

Site 
Land cost 

(HK$/sq ft) 

Development 
cost (HK$/sq 

ft) 

Developer's 
margin (% of 

completion 
value) 

Completion 
value (HK$/sq ft) 

Land cost 
(HK$m) 

Development 
cost (HK$m) 

Completion 
value (HK$m) 

Wang Chiu Rd & Lam Lee St 4,300 3,000 20% 9,125 2,365 1,650 5,019 
Sheung Yuet Rd, Wang Tai Rd & Wang 
Yuen St 4,500 3,000 20% 9,375 1,350 900 2,813 

Yan Yip St 4,200 3,000 20% 9,000 2,730 1,950 5,850 
Kowloon Bay / Kwun Tong harbour front 4,200 3,000 20% 9,000 2,100 1,500 4,500 
TOTAL     8,545 6,000 18,181 
Source: Daiwa estimates, CBRE Research 

 
   

The land cost alone 
for the West 
Kowloon sites is 
estimated at 
HK$25bn 
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The former Kai Tak airport site has yet to see any commercial property 
development, so there are no immediate reference points for valuing the 
last property on our recommended list of sites to bring forward. Having 
said that, as basic infrastructure is lacking on most of the site, the only 
properties that could be developed by the end of 2020 are those on the 
fringes of Kowloon Bay. Of course, as an unproven area of the city for 
offices, developers would likely require a discount to Kowloon Bay prices 
when bidding for the land. Exactly how large a discount is difficult to say, 
but assuming a 17% lower per-sq-ft land cost, HK$3,000/sq ft 
development cost, and a 20% developer’s margin results in a completion 
value of HK$8.1bn (comprising HK$3.5bn for the land, HK$3bn for 
construction and financing, plus HK$1.6bn for the developer’s margin). 
 

Kai Tak sites: estimating the cost of development  

Site 
Land cost 

(HK$/sq ft) 
Development 

cost (HK$/sq ft) 

Developer's 
margin (% of 

completion 
value) 

Completion 
value (HK$/sq ft) 

Land cost 
(HK$m) 

Development 
cost (HK$m) 

Completion 
value (HK$m) 

Kai Tak – Kai Fuk Rd 3,500 3,000 20% 8,125 3,500 3,000 8,125 
Source: Daiwa estimates, CBRE Research 

 
In total, these are daunting sums. Taking the seven sites together, our 
back-of-envelope estimates add up to HK$37bn for the land, dominated of 
course by the West Kowloon properties, and HK$22.5bn for financing the 
development and building the office towers.  

All-in costs for all 
seven sites are 
estimated at nearly 
HK$60bn 
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Financing solutions 
 
Who has a big enough wallet? 
As noted previously in this report, seven companies own 55% of Hong 
Kong’s grade-A office space, based on CBRE’s definition, namely: SHKP, 
Swire, HK Land, Wharf, Sino, Henderson Land and Hutchison 
Whampoa/Cheung Kong. A couple of other large companies also have 
significant amounts of office space in their investment-property portfolios, 
namely: Hysan (2.3m sq ft), and Champion REIT (1.9m sq ft).  
 
These numbers are significant as they identify companies that the 
government would most likely depend upon to participate in any future 
office-land sale. But, the real question is how likely would they be to 
actually step in, considering the large investment required? The following 
table addresses the question by highlighting these companies’ financial 
ability to participate. 
 

Key balance-sheet data as at the end of June 2012 (HK$bn) 
 SHK 

Properties 
Swire 

Properties 
Wharf Hongkong 

Land 
Henderson 

Land 
Champion 

REIT 
Hysan Sino Land Hutchison 

Whampoa 
Total assets 467.6 232.4 334.3 235.4 262.8 57.3 64.3 113.1 756.6 
Invest props – Total 224.1 * 187.2 * 184.0 * 174.6 * 92.4 * 55.8 50.0 * 47.7 * 42.5 * 
Invest props – HK 173.3 * 165.5 * 153.4 * ** 66.3 * 55.8 50.0 * 45.2 # 41.4 * 
Invest -props - Others 50.8 * 21.7 * 30.6 * ** 26.1 * Nil Nil * 2.5 # 1.1 * 
Total equity 351.0 185.2 232.6 195.9 195.4 39.5 56.2 90.4 411.2 
Net debt/equity 16% 4% 23% 12% 19% 35% 8% 4% 38% 
Source: Daiwa estimates, Bloomberg 
*End-Dec 2011 data; # End-June 2011 data; **not disclosed 

 
With an estimated individual investment requirement of HK$2.3-6.5bn, 
including the cost of acquiring the land and developing it, each of the Kai 
Tak and four Kowloon East properties could be financed by any of the nine 
companies in the preceding table, either individually or through a joint 
venture. The issue of affordability is with the two West Kowloon sites. The 
smaller of the two, in the West Kowloon Cultural District, would involve an 
estimated HK$7.5bn upfront investment to acquire the land, with another 
HK$4bn or so to develop the property. While each of the companies has 
deep pockets, from a purely financial perspective, sums this large would 
encourage joint-venture bidding to mitigate the single-project risk. 
 
For the West Kowloon Terminus site, the financial demands would be even 
more extreme, including a probably unacceptable HK$17.4bn upfront land-
acquisition payment, followed by a multi-year HK$9-10bn development 
expenditure. It is likely that the Hong Kong Government would have to take 
a more active role in assisting in the financing of this site, probably 
including splitting the development of the site into financially manageable 
pieces. For the adjacent Union Square, the development rights were split 
into phases and awarded to several developers, in co-operation with the 
government-controlled MTR Corporation. Although this model took more 
than a decade to complete, it was more than three times the size of the 
West Kowloon Terminus plan.  
 

The West Kowloon 
Terminus site would 
be the most 
challenging to 
finance 
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Finally, just because a company can afford to participate in any of the 
identified office-property developments does not mean it will actually do 
so. For most of the companies cited above, the expansion of their 
investment property landbanks has focused outside of Hong Kong, notably 
in Mainland China. The decision, therefore, of whether to take on a large 
office project in the city would have to be balanced against the opportunity 
cost of deploying the capital elsewhere. It is difficult to gauge the 
significance of this factor, and of course it will vary over time as market 
prices rise and fall in Hong Kong relative to elsewhere. 
 
The other significant hurdle is that a number of the property-investment 
companies cited above already have office-property-development 
commitments in Hong Kong to complete this decade, which may dissuade 
them from participating in any of the projects that we have identified in this 
report. Swire, for example, has disclosed that it intends to begin 
redeveloping the 923,000 sq ft Somerset House in Island East in 2013, 
with the two remaining non-office properties in Taikoo Place, the 554,000 
sq ft Warwick House and the 338,000 sq ft Cornwall House, to be 
redeveloped in due course as part of a HK$10bn, 2m sq ft office project on 
the site of all three industrial buildings. SHKP, meanwhile, has a number of 
office projects in various stages of development in Kowloon East, with a 
planned cumulative gross floor area of more than 2m sq ft. Wheelock 
Properties, a sister company of Wharf, has two office developments under 
way, a 915,000 sq ft project in Kwun Tong and a 590,000 sq ft 
development in Hung Hom.     
 
Who else could be interested? 
Looking beyond the traditional private-sector players in the Hong Kong 
property markets, there could be an argument in favour of seeking new 
sources of investment for any future government office land sales. The 
more apparent alternatives would include real estate investment trusts, 
including both locally and overseas-registered ones, property direct 
investment funds, an office property developer headquartered in China or 
elsewhere in Asia, or a major Asian company, most likely from China, 
interested in acquiring a flagship presence in Hong Kong. 
 
The latter could be an interesting avenue to pursue in helping to finance 
the very high-cost West Kowloon Terminus site. Agricultural Bank of 
China’s HK$4.9bn acquisition of the 28-storey 50 Connaught Road office 
tower earlier this year showed that there is a market for high-profile office 
property purchases in Hong Kong, which could extend to other large 
financial or corporate interests in China. If a single office tower in the West 
Kowloon Terminus site were financed by an eventual owner-occupier, the 
project risk would be greatly reduced, which should attract broader 
property developer interest. 
 
 
 
 
 

Developers would 
balance the 
opportunity cost of 
taking on a major 
project in Hong 
Kong versus 
elsewhere 

Can a prospective 
owner-occupier be 
attracted to invest in 
an office 
development? 
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Creating confidence in the viability of planned office 
projects 
As a final point, it is advisable that the government follows a very 
transparent office-property development plan. Due to the large investment, 
and the fact that the payback on any office investment is a 10-15-year 
process at best, the degree of confidence a prospective investor will 
require before committing capital will be higher than for other property 
segments such as residential, where cash inflows occur much earlier from 
pre-completion sales, or retail, where location is far more important to 
tenants.  
 
In fact, from an office tenant’s perspective, cost can carry as large a weight 
as location in deciding where to be based, which means that the office 
segment of the property market has more of a commodity quality to it than 
other segments. A large risk, therefore, from an investor’s perspective is 
that government policy on city areas designated as office hubs might 
change before an adequate return on an earlier office project can be 
earned. This concern could influence the degree of interest that property 
developers show in any particular office land sale, and the price they are 
willing to bid. 
 
This caveat should of course be put into the context of expanding the 
breadth of economic activities in Hong Kong. Multiple office hubs with 
differing cost dynamics, but all well connected to transport and other 
infrastructure, would serve this end. But again, the initial investment in the 
development of new office space would require a clear and sustainable 
plan.  
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America Inc., Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000). 
 
Ownership of Securities 
For “Ownership of Securities” information please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
Investment Banking Relationships 
For “Investment Banking Relationships” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
DCMA Market Making 
For “DCMA Market Making” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Research Analyst Conflicts 
For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The principal research analysts 
who prepared this report have no financial interest in securities of the issuers covered in the report, are not (nor are any members of their household) an officer, director or 
advisory board member of the issuer(s) covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive 
any compensation from the issuer during the past 12 months except as noted: no exceptions. 
 
Research Analyst Certification 
For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The 
views about any and all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research analyst(s) primarily 
responsible for this report (or the views of the firm producing the report if no individual analysts[s] is named on the report); and no part of the compensation of such analyst(s) 
(or no part of the compensation of the firm if no individual analyst[s)] is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or 
views contained in this Research Report. 
 
The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.  
"1": the security could outperform the local index by more than 15% over the next six months. 
"2": the security is expected to outperform the local index by 5-15% over the next six months. 
"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months. 
"4": the security is expected to underperform the local index by 5-15% over the next six months. 
"5": the security could underperform the local index by more than 15% over the next six months. 
 
Additional information may be available upon request. 
 
Japan - additional notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable where report is distributed by Daiwa Securities Co. Ltd.) 
 
If you decide to enter into a business arrangement with us based on the information described in materials presented along with this document, we ask you to pay close attention 
to the following items.  
• In addition to the purchase price of a financial instrument, we will collect a trading commission* for each transaction as agreed beforehand with you. Since commissions may 

be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each transaction.  
• In some cases, we may also charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if you are a non-resident of 

Japan.  
• For derivative and margin transactions etc., we may require collateral or margin requirements in accordance with an agreement made beforehand with you. Ordinarily in such 

cases, the amount of the transaction will be in excess of the required collateral or margin requirements.  
• There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange rates, 

stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the collateral or 
margin requirements.  

• There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by us.  
• Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified public 

accountants.  
*The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions and 
the content of each transaction etc.  

 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own 
decisions regarding the signing of the agreement with us.  
 
 Corporate Name:  Daiwa Securities Co. Ltd. 
  Financial instruments firm: chief of Kanto Local Finance Bureau (Kin-sho) No.108  
 Memberships:  Japan Securities Dealers Association, Financial Futures Association of Japan 
  Japan Securities Investment Advisers Association 
  Type II Financial Instruments Firms Association 

CBRE 
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. 
 

http://www.uk.daiwacm.com/about-us/corporate-governance-and-regulatory
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
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