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SUMMARY
En-bloc deals have dominated headlines in the second quarter with the sale of three 
prominent office towers in decentralized areas. 

 The sale of Cityplaza 3 and 4 in 
Quarry Bay as well as Octa Tower 
in Kowloon East reflect persistent 
interest in decentralized office areas 
from mature Mainland investors eyeing 
district transformation prospects.

 Tsim Sha Tsui is attracting 
returning investors with the imminent 
opening of the high-speed rail link in 
West Kowloon and a narrowing of the 
price gap with Kowloon East.

 Record-breaking deals were 
abundant in the Grade A office market 
with prices of HK$50,000+ per sq ft 
becoming the new norm.

 More investment interest was 
focused on prime street shops as rents 
begin to rebound.

 Suburban areas with comprehensive 
infrastructure programmes promising 
enhanced future connectivity, such 
as Tuen Mun, are attracting retail 
investment interest.

 Looking ahead, the widening price 
gap between Grade A and B offices 
may prompt a shift in attention to 
the Grade B market; while core retail 
prices look like they may finally be 
about to rebound.

"Grade A office prices have 
continued to break records 
with the gradual acceptance of 
HK$50,000+ per sq ft prices 
by the market, while investors 
are pursing suburban retail 
in areas with comprehensive 
infrastructure programmes in 
place."  Simon Smith, Savills Research
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En-bloc deals fetching 
headlines in the office 
market
Persistent investment interest in 
the decentralized office market was 
reflected in three en-bloc office sales 
in Q2. Cityplaza Three and Four (total 
GFA of 769,636 sq ft) were sold for a 
combined HK$15 billion (HK$19,490 
per sq ft) to Hengli Investments 
Holding, a Hong Kong-listed Mainland 
developer. The same company also 
bought the headquarters of Lloyds 
Banking Group at 25 Gresham Street 
in London for £160 million (around 
HK$1.65 billion) back in 2017 for long-
term investment (Lloyds Bank agreed a 
20-year sale and lease back).  

This latest headline deal follows the 
sale of the new Grade A office at 
18 King Wah Road late last year for 
HK$9.95 billion to China Create Capital 
/ China Taiping.  The offices possess 
unobstructed sea views, high visibility 
from the harbour, and are managed / 
developed by reputable Hong Kong 
developers, which tick most of the 
boxes for Mainland investors. The 
upcoming district transformation of 
Island East was also a lure, which 
includes the imminent completion of 
the Central-Wanchai Bypass linking 
up with the Eastern Corridor and 
shortening travel times to Central by 
at least 10 to 15 minutes; as well as 
the commercialization of the district 
with various developers (Swire, New 
World, Henderson, Sun Hung Kai and 
Cheung Kong) all actively constructing 
new high quality office and hotel 
premises over the next few years.

Another prominent Grade A office 
in Kowloon East, Octa Tower, was 
sold in Q2 to a Mainland developer-
led consortium for HK$7.5 billion 
(HK$10,067 per sq ft).  While many 
recognize that the building enjoys 
unobstructed sea views but is some 
distance from the nearest MTR, few 
may have noticed that the building 
is close to the Kowloon Bay Action 
Area, where the government has 
concrete plans to relocate various 
government facilities and to build out 
five commercial towers (all connected 
by a commercial podium) with a total 
area of 5.3 million sq ft.  The planned 
monorail will also have a stop within 
walking distance of the office.  Again, 
this was a vote of confidence by 
mature Mainland investors in the 
longer-term prospects of CBD2 as a 
whole and the Kowloon Bay area in 
particular.

The Tsim Sha Tsui Grade A office 
segment attracted returning investors 
with the imminent opening of the high-
speed rail in West Kowloon (Q3/2018), 
which will see a potential increase 
in both vacation and business 
travelers from the Mainland right in 
the heart of West Kowloon / Tsim 
Sha Tsui, prompting us to think that 
more Mainland companies or related 
businesses may favour the area. 
 
The strong sales from primary launches 
in Kowloon East saw average prices of 
Grade A offices move up to HK$15,000 
to HK$18,000 per sq ft in the area, 
similar to those in Tsim Sha Tsui East, 
with offices in core Tsim Sha Tsui selling 
for slightly above HK$20,000 per sq ft.  
With such a narrowing price gap and 
with the appeal of future infrastructure 
we see strong support for Grade A 
office prices in the Tsim Sha Tsui area in 
the near future.

Back to the core business areas 
on Hong Kong Island, Central 
has seen exponential growth in 
average values over the past few 
months as the market gradually 
accepted HK$50,000+ per sq 
ft prices as the new norm, with 
several prominent deals being 
concluded; a 2,000-sq ft high-
floor unit in Far East Finance 
Centre sold for HK$59,000 per 
sq ft, while a whole floor in the 
same building sold for HK$61,000 
per sq ft.  and a high floor in 9 
Queen’s Road Central was sold 
for a record-breaking price closer 
to HK$62,000 per sq ft.  Buyers of 
these premises included end-users 
as well as local families eyeing 
long term capital appreciation, with 
rental returns only a secondary 
consideration.  

GRAPH 1

Grade A office price indices by district, Q1/2003 – 
Q2/2018

Source: Savills Research & Consultancy
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TABLE 1

Grade A office price growth, Q2/2018, 1H/2018 
and 2017

Source: Savills Research & Consultancy

Q2/2018 
(% QoQ)

1H/2018 
(% YTD)

2017 
(% YoY)

Central +7.9 +9.2 +34.0

Wanchai/Causeway Bay +2.0 +7.4 +29.0

Island East +1.8 +7.2 +14.7

Tsim Sha Tsui +1.3 +9.6 +19.7

Kowloon East +2.5 +7.9 +10.5

Kowloon West +2.4 +5.5 +15.3
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Core retail areas begin to 
appeal to investors with 
rebounding retail rents 
and better prospects
We are seeing renewed interest in 
prime street shops in core retail areas 
as prime street shop rents finally 
rebounded in Q2/2018, signaling the 
end of the down cycle which has 
lasted for almost four years and seen 
a 50% correction.  While investors 
were in general more optimistic about 
the prospects of prime street retail, 
the changing spending patterns 
of Mainland tourists towards more 
affordable luxury and necessity items 
meant investors are also being more 
realistic when assessing rental and 
price growth potential.

Suburban retail in districts 
with comprehensive 
infrastructure 
programmes attracting 
interest
The suburban retail story continued 
to attract interest with sustained local 
spending supporting both street shops 
and shopping centres, and a number 
of transactions were concluded in 
areas such as Tuen Mun and Sheung 
Shui by local investors.  Besides being 
drawn to the strong spending power 
of existing catchments, investors are 
also looking at future value, and are 
favouring areas where comprehensive 
planning initiatives have begun.

There are a number of key 
infrastructure and development 
programmes underway in the New 
Territories, which are concentrated 
in three main districts: Tuen Mun 
/ Yuen Long, Tung Chung and the 
Northeastern New Territories (which 
includes Sheung Shui and Fanling).  
Among them, Tuen Mun has the 
highest concentration of infrastructure 
programmes with the upcoming Tuen 
Mun-Chek Lap Kok Link connecting 
the area directly with both the airport 
and the soon-to-be-completed Hong 
Kong-Zhuhai-Macau Bridge, which will 
vastly improve the area’s connectivity 
with the airport and the western PRD, 
while the Tuen Mun South Extension 
will improve intra-district accessibility.  

The completion of both the Hung Shui 
Kiu New Development Area (NDA) and 
the Yuen Long South NDA from 2024 
onwards should bring an additional 
population of 300,000 to stations near 
Tuen Mun.  All these developments will 
inevitably enlarge the retail catchment 
of Tuen Mun as a whole and thus prove 
beneficial to retail within the area. 

GRAPH 4

Key infrastructure and development programmes in the New 
Territories, 2018 – 2024

Source: Planning Department, Transport Department, MTRC, HKAA

5

4

7

1

9

Railway

Road / Control Point

Others

6

11

12

13

2

3

8

10

1 Shatin-Central Link (2019/2021)

2 Tuen Mun South Extension (2022)

3 Tung Chung Line Extension (2024)

4 Hong Kong-Zhuhai-Macau Bridge (2018 earliest)

5 Tuen Mun-Chek Lap Kok Link (2018 earliest)

6 Tuen Mun Western Bypass (under planning)

7 Liantang / Heung Yuen Wai Control Point (2018)

8 Third Runway at HKIA (2023)

9 Tung Chung NDA (from 2023)

10 Hung Shui Kiu NDA (from 2024)

11 Yuen Long South NDA (from 2024)

12 Northeastern New Territories NDA (from 2023)

13 Lok Mau Chau Loop (from 2024)

GRAPH 2

Selected Central Grade A office transactions, Jan 2007 – Jun 
2018

Source: EPRC, Savills Research & Consultancy
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GRAPH 3

Prime street shop price indices by district, Q1/2003–Q2/2018

Source: Savills Research & Consultancy

0

200

400

600

800

1,000

1,200

Q1
03

Q3 Q1
04

Q3 Q1
05

Q3 Q1
06

Q3 Q1
07

Q3 Q1
08

Q3 Q1
09

Q3 Q1
10

Q3 Q1
11

Q3 Q1
12

Q3 Q1
13

Q3 Q1
14

Q3 Q1
15

Q3 Q1
16

Q3 Q1
17

Q3 Q1
18

Q
1/

20
03

 =
 1

00

Overall Central Causeway Bay Tsimshatsui Mongkok



August 2018

savills.com.hk/research  04  

Briefing | Hong Kong office and retail investment

Savills Investment

Please contact us for further information

Savills plc
Savills is a leading global real estate service provider listed on the London Stock Exchange. The company established in 1855, has a rich heritage with unrivalled growth. It is a company 
that leads rather than follows, and now has over 600 offices and associates throughout the Americas, Europe, Asia Pacific, Africa and the Middle East.

This report is for general informative purposes only. It may not be published, reproduced or quoted in part or in whole, nor may it be used as a basis for any contract, prospectus, 
agreement or other document without prior consent. Whilst every effort has been made to ensure its accuracy, Savills accepts no liability whatsoever for any direct or consequential loss 
arising from its use. The content is strictly copyright and reproduction of the whole or part of it in any form is prohibited without written permission from Savills Research.

Savills Research

Peter Yuen
Managing Director
Head of Investment & Sales
+852 2842 4436
pyuen@savills.com.hk

Raymond Lee
CEO
Greater China
+852 2842 4518
rlee@savills.com.hk

Jack Tong
Director
+852 2842 4213
jtong@savills.com.hk

Simon Smith
Senior Director 
Asia Pacific
+852 2842 4573
ssmith@savills.com.hk

TABLE 2

Prime street shop price growth, Q2/2018, 1H/2018 and 2017

Source: Savills Research & Consultancy

Q2/2018 (% QoQ) 1H/2018 (% YTD) 2017 (% YoY)

Central -0.2 -0.7 -1.0

Causeway Bay -0.2 -0.6 -2.4

Tsim Sha Tsui -1.0 -3.6 -5.6

Mong Kok -0.7 -2.0 -2.2

OUTLOOK
The prospects for the market

Escalating Grade A office prices in 
core areas in particular, has seen 
the price difference with Grade B 
offices in the same areas widening, 
with Grade B offices in Central 
selling for around HK$25,000 per 
sq ft (Grade A above HK$40,000 
per sq ft) and Grade B offices in 
Wanchai likely to transact around 
HK$18,000 to HK$20,000 per sq 
ft, while their Grade A counterparts 
can be traded in the range of 
HK$25,000 to HK$40,000 per sq 
ft.  Investors, especially traditional 
investors, may be willing to take 
advantage of the widening price 
gap and buy into Grade B offices 

(preferably en-bloc) in core areas 
to hold for value appreciation, or to 
more actively pursue conversion / 
redevelopment opportunities in lower 
grade buildings to maximize returns.

Meanwhile, we expect more stock to 
become available in the core Grade 
A segment, with the imminent launch 
of various floors / units of The Center 
the most eye-catching. In the current 
market, however, we expect most 
landlords to be aggressive when 
setting asking prices, and volumes in 
the second half may gradually decline 
while record-breaking prices continue 
to be achieved.

We have seen a full-blown recovery 
in the retail sector in terms of leasing 
prospects and core retail rents, and 
with Mainland spending continuing 
to support retail sales we expect a 
bottoming out of prime street shop 
prices in the second half of 2018.  
Suburban retail looks set to continue 
to flourish, but investors may be 
more convinced that areas with 
comprehensive infrastructure and 
development programmes will prevail 
in the longer-term, and thus areas such 
as Tuen Mun, Sheung Shui / Fanling 
and Tung Chung may become more 
popular over time.


