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SUMMARY

The last quarter of 2013 was characterised by minor price movement and depressed 
volumes.

While general property market 
sentiment was restrained, experienced 
investors and developers still saw 
value in various property sectors at 
the upper spectrum of the market.

Luxury apartment and townhouse 
prices continued to moderate last 
year. Investment sentiment remained 
weak and only a few transactions 
were reported in prime areas.

While some mainland end users 
were keen to secure prime offi ce 
assets as their places of businesses, 
such prime stock was in short supply.

While retail investment sentiment 
remained subdued due to the sluggish 
performance of the leasing market, 
some investors re-entered the market 
and most landlords maintained their 
asking prices.

Industrial transaction volumes 
continued to shrink but we noted 
long-term funds entering the market. 
Industrial landlords remained fi rm 
on prices while buyers were lured by 
district prospects and redevelopment 
potential.

Most sectors look as though they 
have reached their cyclical peaks, with 

"The luxury residential segment 
endured a year of correction, 
and most commercial sectors 
look set to follow suit, with 
poor performances posted 
towards the end of 2013." 
Simon Smith, Savills Research

Image: Offi ces in Central

both rents and prices set see some 
correction in 2014.
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Market commentary
2013 seemed to end with a ‘whimper’ 
rather than a ‘bang’ as rents and prices 
moved little over the last quarter, 
nudging down in the order of 0% to 
1% across the board.

In the luxury residential market, 
where some analysts believe price 
falls of 20% to 30% are inevitable, a 
remarkably resilient primary market 
stood up well to policy headwinds 
and modest developer discounts 
soon found traction. In the secondary 
market, however, volumes hit record 
lows as owners did not feel compelled 
to discount prices, believing interest 
rate rises and the arrival of new supply 
to be some way off yet. 

In the offi ce market, vacancy in Central 
is on the rise, currently standing at 
around 5.1%, representing 806,000 sq 
ft net, roughly equivalent to vacancy 
in the other core markets put together. 
Rents are expected to drift down 
this year as lacklustre offi ce demand 
and an ongoing cost-consciousness 
should result in only modest take-up, 
especially at core. The good news for 

landlords is that little new supply is 
expected this year, a total of 353,000 
sq ft net, all of it earmarked for strata-
title sale. Signs of an early recovery in 
the IPO market could result in some 
support to rents but the listing pipeline 
remains diffi cult to predict. Offi ce 
values have always been extremely 
volatile and driven by speculative and 
end-user interest rather than yield 
considerations. 

In the retail sphere, some vacancy 
has been noted in secondary streets 
as affordability challenges retailers. 
Shopping malls, particularly the 
prime malls, however, remain popular 
given their professional management 
standards as well as their proven 
popularity among mainlanders. While 
street shop rents could well drift down 
this year, we still see some headroom 
for rents in malls. In the sales market, 
volumes continued to be razor-thin 
with prime shop owners in no mood 
to offl oad their prized assets on the 
cheap, given that many of them bought 
their shops a few years’ back and 
are now sitting on pretty 10%+ yields 
with very low or even no gearing. 

Secondary street shops, as well as 
stratifi ed malls/Ginza-type buildings 
may face a tougher year ahead in 
terms of pricing.

Despite the obvious downturn in 
investment sentiment, there were a 
total of 12 major transactions over 
HK$500 million recorded in Q4/2013 
– a marked improvement from the 
one major transaction recorded in 
Q3 – four of which were billion-dollar 
deals. The most signifi cant deal of 
the quarter was the sale of DCH 
Commercial Centre in Island East 
by CITIC Pacifi c to a consortium 
comprising Swire Properties, Kerry 
Properties and Yung’s Enterprise. 
With the acquisition of this building, 
Swire has managed to gain a 
foothold in all Grade A offi ces in the 
Taikoo Place area (most of them 
wholly-owned except PCCW Tower 
and this building), strengthening 
control over its Island East offi ce 
portfolio.

Besides developers, long-term 
investment funds also re-entered the 
local commercial market, with CLSA 
buying the 5/F to 29/F of Shama 
Causeway Bay for HK$1.8 billion 
(for repositioning into semi-retail and 
subsequent stratifi cation), and ARA 
buying 9 Chong Yip Street in Kwun 
Tong for HK$1 billion (for injection 
into Prosperity REIT). Veteran local 
investors were active again in both 
the offi ce and hotel sectors. The 
variety in both buyer profi le and 
the property sectors involved are 
proof that these experienced market 
players still see value in the local 
property market, albeit in the medium 
to long term. 

Luxury residential 
market
Hong Kong Island

In the last quarter of 2013, the luxury 
residential market weakened on 
the back of the current stamp duty 
policy cooling measures. Transaction 
volumes were driven by fi rst-hand 
launches, with few transactions 
reported in the traditional luxury 
areas. Luxury apartment prices 
moderated in the downcycle, falling 
by 7.3% for the whole year of 2013, 
while townhouse prices fell by 5.7%, 
in line with the apartment market.

Total luxury transaction volumes 
in the fi ve traditional districts are 
shrinking alongside weakening 
sentiment in the luxury residential 
market. According to Savills 
estimates, there were fewer than 100 

TABLE 1

Property price movements by sector, Q4/2013

Source: Savills Research & Consultancy

Property Q4/2013 (%) 2013 (%) 2012 (%)

Luxury Residential -1.8 -7.3 +10.4

Townhouses -0.5 -5.7 +6.8

Central Grade A offi ces -1.0 -3.5 +4.2

Overall Grade A offi ces -0.6 +3.4 +10.1

Prime street shops +0.7 +1.4 +17.3

Flatted factories +0.7 +5.0 +34.3

Godowns +0.9 +16.3 +18.5

TABLE 2

Major investment transactions, Oct–Dec 2013

Source: Savills Research & Consultancy

Property Location Price Buyer Usage

DCH Commercial 
Centre Quarry Bay HK$3.90 bil/US$503.2 mil Swire Properties Offi ce

5/F–29/F, Shama 
Causeway Bay Causeway Bay HK$1.80 bil/US$232.3 mil CLSA Serviced 

apartment

Kowloon Building Yau Ma Tei HK$1.69 bil/US$217.8 mil Tai Hung Fai Offi ce

9 Chong Yip Street Kwun Tong HK$1.01 bil/US$130.3 mil ARA Offi ce

28 Barker Road The Peak HK$740 mil/US$95.5 mil TBC Residential

Butterfl y on Morrison 
Boutique Hotel Causeway Bay HK$680 mil/US$87.7 mil Galewel Hotel
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transactions in Q4/2013 and a total of 
around 340 transactions in 2013, down 
from around 900 transactions in 2012.

Kowloon and the New Territories

The luxury residential market in 
Kowloon and the New Territories 
remained weak, with prices dropping 
by nearly 4.5% and 5.4% in 2013 
respectively. 

Among different districts, price cutting 
has been noted in Kowloon Station 
of around 8.1% in 2013, while a 
4.0% decrease in prices was seen 
in Kowloon Tong. The downward 
pressure on apartment prices in 
Kowloon Station was mainly due 
to high-profi le price cutting at new 
developments. It is not all negative 
news, however, as there was one 
record-breaking apartment transaction 
recorded in Kowloon Station. An 
upper-fl oor unit (2,188 sq ft gross 
or 1,738 sq ft saleable) at The Arch 
was sold for HK$138 million, which 
represents a unit price of HK$63,071 
per sq ft gross and HK$79,402 per sq 
ft saleable. 

Offi ce market
Transaction volumes remained 
relatively thin in the offi ce market, with 
167 transactions recorded in October 
and November in 2013, an 80% 
decline from the same period in 2012. 
The fi rst 11 months of 2013 recorded 
1,588 offi ce transactions, a decline of 
47% from the same period a year ago.

Hong Kong Island

Although the overall market was 
still clouded by uncertain economic 
prospects and adverse government 
measures, some signifi cant 
transactions were recorded on Hong 
Kong Island, mostly by end users. 
A 3,000-sq ft unit on the 14/F of 9 
Queen’s Road Central was sold for 
HK$93.6 million (HK$28,450 per sq 
ft) to an end user, while unit 4501 at 
Convention Plaza (11,415 sq ft) was 
sold for HK$336.6 million (HK$29,485 
per sq ft) to Jiangxi Copper, a record-
high average price for the building. In 
fact all four transactions at Convention 
Plaza in 2013 were by mainland 
Chinese companies/buyers, with a 
number of them impressed by the 
unobstructed sea view offered by the 
high-fl oor units of the building, which 
is unrivalled by any of its Central/
Admiralty counterparts.

Nevertheless, even though a number 
of Chinese enterprises had deep 
enough pockets to afford these prime 
assets in the range of HK$200 million 
to HK$500 million, very few of these 

premises are available, as many are 
already in the hands of end users, 
some of them mainlanders. Stock was 
available in the lower price bracket 
of HK$80 million to HK$100 million, 
mostly half to whole fl oors in Grade B 
offi ces in Wanchai/Causeway Bay. End 
users with less fi nancial backing could 
be lured to these options to acquire 
their own places of businesses.

Kowloon

Unlike its Hong Kong Island 
counterpart, the Kowloon offi ce 
market was quiet, with many vendors 
holding fi rm on asking prices and 
the primary market again taking 
focus. Billion launched 52-56 Tsun 
Yip Street in Kwun Tong for sale this 
year to a lukewarm response. Only 
a few fl oors were sold for around 
HK$9,000 to HK$10,000 per sq ft. Its 
near completion status (expected 
completion in 2015) means that 
there is very little room for investors 
to make short-term profi ts, as they 
are required to pay the full purchase 
price upon completion in roughly a 
year's time. Nevertheless, those who 
actually made the move to buy were 
industrialists with sound fi nancial 
backgrounds, acquiring either for 
own use or investment, having faith 
in the long-term prospects of the 
CBD2 concept of the area.

Retail market
The subdued leasing market exerted 
further pressure on the sales market, 
especially in secondary locations, but 
in general, prime street shop prices 
held fi rm with very few transactions 
being completed. Of the few major 
transactions concluded, we noted that 
most of them were by experienced 
retail investors re-entering the market. 
An experienced retail investor bought 

GRAPH 1

Luxury transaction volumes on Hong Kong Island, Q1/2003–Q4/2013

Source: EPRC, Savills Research & Consultancy
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part of the B/F, part of the G/F and the 
1/F to 3/F (total area of 16,000 sq ft) of 
Thai Kong Building in Causeway Bay 
for HK$600 million, the fi rst time in the 
past few years he has re-entered the 
retail market, after making hefty profi ts 
from the industrial sector over the 
period. In fact, this is the third time he 
has acquired these premises, making 
a profi t in the fi rst two transactions. 
Another experienced retail investor 
bought corner shop 7 (around 1,900 sq 
ft) at 1025–1037 King’s Road in Quarry 
Bay for HK$143 million.

On the other hand, landlords were in 
no rush to sell their premises unless 
their asking prices were met. Wang 
On withdrew the tender for shops 4 
to 5 (3,076 sq ft) on the G/F of Mong 
Kok Building, which is currently leased 
to Wellcome, after no bids reached 
the minimum asking price of HK$170 
million. Another vendor also withdrew 
the tender for shops G24A and G62A 
(total area 1,207 sq ft) on the G/F of 
Portion B, Argyle Centre Phase 1 in 
Mong Kok after her expected price 
of HK$210 million was not met. The 
vendor subsequently preleased the 
premises to Chow Tai Fook for a 
monthly rent of HK$500,000.

Industrial market
The industrial market was again quiet 
with purchasers cautious and only 
14 major industrial transactions (over 
HK$30 million) recorded over the 
quarter, compared with 20 deals in 
Q3/2013. For 2013 as a whole, there 
were 132 transactions over HK$30 
million, totalling HK$12.6 billion, a 
9% decline in volume and a 14% fall 
in value when compared with 2012.
The largest deal concluded in the 
quarter was the sale of the en-bloc 
godown at 8 Sze Shan Street, Yau 
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Tong for HK$730 million to a family 
fund. It is rumoured that the fund 
will initially hold the godown for 
investment and wait for the best 
window to upgrade/redevelop, 
probably at the same time that Yau 
Tong is transformed from a traditional 
industrial area into a vibrant 
commercial and residential hub.

In spite of the frozen market, both 
fl atted factory and godown prices 
remained almost fl at over Q4/2013, 
although in 2013 as a whole, fl atted 
factory prices rose by 5.0% while 
godown prices increased by 16.3%, 
the highest growth among all 
property sectors in Hong Kong. 

In terms of district, Kowloon East and 
Wong Chuk Hang remained the two 
most sought-after areas, the former 
benefi ting from the CBD2 concept, 
the robust offi ce stratifi cation trend as 
well as new commercial sites being 
sold with high accommodation values, 
while the latter saw the imminent 
completion of the MTR South Island 
Line, providing a boost to the area’s 
business sentiment. In Q4/2013, 
when transactions were thin, fi ve 
major deals (over HK$30 million) were 
completed in Kowloon East, while 
three others were concluded in Wong 
Chuk Hang, representing more than 
half of the total transactions. 

OUTLOOK

The prospects for the market

With restrictive measures fi rmly in place and 
primary launches likely to dictate both volume and 
price movements, in 2014 we expect to see 5% 
to 10% falls in luxury residential rents and values 
with cap rates to remain low over the fi rst half of 
the year.

We believe that exceptionally low cap rates 
combined with some economic uncertainty could 
result in declines in Grade A prices this year.

With most luxury retailers delaying expansion 
plans, prime street shop rents are likely to see 
some correction this year, making buy-in cap rates 
of these prime shops more unattractive. As most 
prime street landlords have strong holding power, 
we believe prices will remain fairly constant over 
the year.

While the industrial sales market looks set to 
endure another quiet year, with government 
measures still in place and purchasers hard to 
come by, the buoyant leasing market may also 
slow due to an uncertain retail environment, the 
key driver of the logistics sector so far, as well as 
a possible increase in short-term supply that may 
test the resolve of the market. Therefore, even with 
a backdrop of continuing low interest rates in 2014, 
we expect both industrial prices and rents to move 
in a range of 0% to 5% over the year.

GRAPH 2

Major industrial transaction (>HK$30 million) 

volumes and values, Q1/2007–Q4/2013

Source: Savills Research & Consultancy
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