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Luxury volumes remain unsettied

The eye-catching sale of 37 Shouson Hill Road for HK$2.5 billion to Hang
Lung Properties suggests that there is still life in the super luxury sector.

o The sale of 37 Shouson Hill Road for HK$2.5 billion to Hang
Lung Properties for redevelopment, together with two
other developable sites changing hands, reflected increasing
interest in super luxury redevelopment either for investment
or owner-occupation.

e Luxury volumes have been volatile over the past few months
with July’s buoyant mood quickly dissipating due to a third
virus wave and heightened social tensions. Nevertheless,
luxury prices on Hong Kong Island and in Kowloon declined
marginally by 0.1% and 0.5% respectively in Q3 with only a
handful of distressed assets changing hands.

o The New Territories market continued to revive with more
buyers treasuring the low development density and ample
outdoor space on offer, with houses proving particularly
popular, at prices one-fifth Peak and Southside levels.

o The mass market was in a buoyant mood with reviving
interest in the secondary market due to lower down
payment requirements. The primary market saw far fewer
transactions as developers held back project launches due to
the uncertain environment, while some were more focused
on clearing backlog units with more aggressive incentives.

e Looking ahead, the full impact of COVID-19 may surface

towards the end of 2020 if government decides to taper
subsidies and more corporate layoffs push unemployment
rates to new highs. With local economic prospects far from
certain, and further stock market volatility likely, residential
volumes and prices may face a bumpy ride to year end.

“While luxury sentiment

remained jittery in Q3, the
mass market was in a more
buoyant mood with reviving
interest in the secondary
market partly due to lower
down payment requirements.
Despite some bright spots, a
bumpy ride looks likely to the
end of this year.”
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GRAPH 1: Luxury Transaction Volumes By Price
Range, January to August 2020
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Source Land Registry, Savills Research & Consultancy

TABLE 1: Residential Price Growth By Segment, Q1-
Q@3/2020 and 2019

| caeoeo | a0z | avaomo | 2o |

Townhouse -2.0% -1.3% -3.0% -4.2%

Hong Kong
Island Luxury
Apartment

-0.1% -2.0% -3.0% +1.7%

Kowloon
Luxury
Apartment

-0.5% -2.5% -5.4% +0.5%

New Territories
Luxury
Apartment

+2.6% +2.1% -3.3% -2.4%

Source Savills Research & Consultancy

GRAPH 2: Indicative Average Price Range Of Houses
By District, @3/2020
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These are indicative average price ranges of typical townhouses
transacted in the respective districts during the quarter.

LUXURY VOLUMES VOLATILE
DESPITE MEGA DEALS

Luxury volumes have been volatile over the
past few months with the buoyant mood in
July quickly dissipating due to a third wave
of virus infections and heightened social
tensions. Total luxury volume (HK$20
million +) surged to 282 in July, the highest
in 2020, before falling back to 153 in August.
The combined number of transactions for the
two months (435) was still slightly ahead of
the 419 transactions completed in April and
May, though.

The sale of 37 Shouson Hill Road in
Southside for HK$2.5 billion to Hang Lung
Properties was the most significant deal of
the quarter, with the developer planning
to redevelop the former US consular staff
quarters into super luxury detached houses,
targeting completion in 2024. Elsewhere
two other house sites were sold to investors
/individuals eyeing redevelopment,
reflecting a firm appetite for developable
sites at the top end of the market.

Though market sentiment was mixed at
best, luxury prices on Hong Kong Island and
in Kowloon declined marginally by 0.1% and
0.5% respectively in Q3, as only a handful of
distressed assets changed hands.

NEW TERRITORIES HOUSES
HIGHLY SOUGHT AFTER AT PRICES
A FRACTION OF THOSE ON HONG
KONG ISLAND

The New Territories market, in particular
houses, continued to attract buyers, given
the appeal of low density living, ample
outdoor space and the availability of parking,
and luxury prices rebounded for a second
consecutive quarter by 2.6% as a result.

A quick comparison of average house
prices by district reveals the substantial
price differential between the Peak (with
an indicative price range of HK$55,000 to
HK$105,000 per sq ft) compared with Sai
Kung (where typical average prices range
from HK$11,800 to HK$17,500 per sq ft),
the latter almost one-fifth of the former.
This phenomenon adds to the appeal of
New Territories houses to potential buyers,
especially for those who did not need to
commute to the CBD frequently.

MASS MARKET SUPPORTED BY
SECONDARY MARKET REVIVAL

The mass market was in a buoyant mood with
reviving interest in the secondary market due
partly to lower down payment requirements
from Mortgage Insurance Programme. The
secondary transaction volume totalled 25,327
over the first seven months in 2020, 2 1.4%
rebound from the same period last year.

The primary market saw fewer
transactions as developers held back project
launches due to the uncertain environment,
while some were more focused on clearing
backlog units with more aggressive
incentives.

From 2016 to 2018, developers were
aggressive in primary launches with the
number of primary unit launches (averaging
around 20,000 per annum) consistently
higher than the number of units being sold
(averaging around 17,000 per annum). 2019
saw this trend reverse for the first time and
this remained the case over the first eight
months of 2020 with only 6,500 primary
units launched but more than 9,000 primary
units sold, representing a change in launch

TABLE 2: Major Super Luxury Transactions (over HK$200 million), @3/2020

PROPERTY

Sep 37 Shouson Hill Road, Southside
Aug 20 Perkins Road, Jardine’s Lookout
Au House, 1 Silverstrand Beach Road,
9 Clear Water Bay
Sep 5 Wistaria Road, Kowloon Tong
se House, Cedar Drive, Redhill
P Peninsula, Southside
Au Duplex A on 10-11/F, Duke’s Place,
€ Jardine’s Lookout
Aug House, Yue Hei Yuen, the Peak
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Source EPRC, Newspapers
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GRAPH 3: Primary Units Launched vs Transacted,
2016 to January-August 2020
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GRAPH 4: Unsold Units Of Completed Projects,
June 2020
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Source Transport and Housing Bureau, Savills Research & Consultancy

strategies by developers over the past 18
months when market sentiment has become
more subdued.

MARKET OUTLOOK

The potential reintroduction of the vacancy
tax could see further changes to primary
launch strategies in the near future.
Assuming the proposed vacancy tax to be
effective from 2021 onwards, as many as
8,600 completed but not yet sold units
would be subject to the 5% levy on sales
price on an annual basis, which would most
likely prompt developers to speed up sales
of such units. Adding another 54,000 units
under construction (construction which
began in 2019 or before) but not yet sold or
launched, the primary launch pipeline in
2021 could be substantial, in particularly
given the cautious launch programmes
witnessed this year.

Looking ahead, the full impact of
COVID-19 may be felt towards the end of
the year if government tapers subsidies
and we see more corporate layoffs pushing
unemployment rates to new highs. The
unemployment rate currently stands at
6.1%. With uncertain economic prospects
and a volatile stock market, residential
volumes and prices may have to endure a
bumpy ride to the end of this year.

Luxury apartment prices on Hong Kong
Island have fallen by 8.6% from their
previous peak in Q2/2019 and are expected
to slip by a further 3% to 5% towards
the end of this year given the uncertain
environment. Looking into 2021, with

economic growth expected to remain weak,

unemployment expected to hit new highs
and developers likely to accelerate launches,
luxury prices may come under further
pressure, possibly declining by another 5% to
10%. Low interest rates and ample liquidity
will provide some market support, however.
Difficult variables to predict include the
containment of COVID-19, future US-China
relations, and the possibility of resurgent
social tensions.
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