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Insights &
recommendations

Given the tight availability and high .
rents in the CBD over the last 2.5 mil Sq ft
decade, decentralization has become
a popular occupier strategy in the
Hong Kong office market.

Our 2021-2025 forecast of new CBD
leasing demand from mainland

firms
However , since 2H 2018, Hong

K o n § @rade A office market
started to enter a correction phase
as the US-China tension, local
demonstrations and COVID

pandemic unfolded. 8% (07 mil sq ft)

As a result, office space availability
has been increasing across different
submarkets, including the CBD area.
Rents have also become more )
attractive and affordable, with CBD ft) over the same period
rent down by 26% from its last peak

in March 2018 , providing an

opportune time for companies to

reevaluate short -and-long term real

estate strategies. This has led to

flight -for -quality opportunities for 8 out of 10
more ambitious tenants looking to
build their brand and move into an
area that has traditionally been seen
as expensive.

CBD new supply from 2021 to 2025
as a proportion of overall Hong Kong
Grade A office new supply (9.5 mil sq

lower -occupancy CBD Grade A
buildings (last five years) are either
strata -titted or over 30 years of age

This report revisits the current

landscape of the CBD Grade A office

market, and it also examines the

diverging performance between

higher -quality and mid -market

buildings, leading to our +3% (3-months rental growth)
recommendation that landlords

should acknowledge the importance

of adding value to their buildings to

improve competitiveness and
occupancy amid a tena

from May to July 2021 for CBD Grade
Al offices, showing prime offices
are leading rental recovery in CBD

*Hong Kong Special Admi ni strative Reg
Y



CBD Grade A office stock

kDb f Pbict WESFLtYy EI
business location

Hong KongAs CBD, including Cent
always been a sought -after location for multinational
companies, professional firms and global financial banks.

As the largest business hub in Hong Kong, Central and
Admiralty accounted for one -fourth of the Grade A office
space in the city, housing 19 million sq feet (1.7 million sq
meter) of leasable space. It is also home for around 3,000
office occupiers , backed by its unique advantages that
distinguish it from other submarkets :

Connectivity Branding

A CBD s closely connected to other A For some occupiers, the prestige,
key areas, not only by the MTR, brand image and reputation of
express rail and ferry , but also being in the heart of the city drives
other new infrastructure like the their decision beyond the
Shatin -Central Link and Central - harbourview and skyscrapers
Wanchai Bypass

Business Clusters Efficiency

A The CBD neighborhood is well - A Apart from the iconic office towers
connected by elevated and the CBD area efficiently houses
underground walkways , linking business services including
offices , malls , gardens and hotels , government functions,  the stock
offering seamless networking among exchange, courts and
professional industries transportation terminals

Hong Kong Grade A Office Stock (NFA; sq ft)

Overall 74 million sq ft NFA

mil sg ft NFA
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CBDoccupiersA profile

Banking & Finance tenants remain the key drivers,
especially in  prime offices

Hong KongAs CBD has al ways been one of the most f
sector occupiers, which we believe will remain the future demand  -drivers backed by the new financial
initiatives * aimed at improving Greater Bay Area (GBA) development. As of August 2021:

A The Banking, Finance & Insurance (39%)  sector is occupying the most Grade A office space in
CBD. This trend is even more apparentin Grade Al offices, where the proportionis 63%

A Professional services tenants also accounted for over one -fifth (22%) of the CBD tenants, yet
their footprint is comparatively smaller  (8%) in Grade Al buildings, as occupiers with larger
budgets compete to stay in the most iconic Al buildings regardless of the market cycle

A Real estate and construction occupiers also have a strong presence (8%) in the CBD area, as
most developers are headquartered in their own building.

1 New financial initiatives such as Stock Connect, Bond Connect and Wealth Management Connect .

CBD Occupiers by industry, Grade Al vs. Grade A, % of occupied area
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® Banking, Finance & Insurance = Professional services m Real Estate & Construction m Retail, wholesale & logistics
m Public services & Utilities uTMT m Others & Unidentified
. . o - CBD Occupiers by size, Grade Al vs. Grade A
Tenants in prime buildings CBD Grade A1 B -
=0 I34% Al tenants !
tend to occupy larger spaces | >10,000sqft |
N Ve ———

According t o Gtaold Al offcessake d a
more likely to attract tenants with larger
occupier footprints:
A In CBD Grade A1l buildings, 34% of tenants
(by number) are leasing >10,000 sq feet ,
compared with only 18% of tenants leasing
more than 10,000 sq feetin other CBD
Grade A offices
A Tenants in other CBD Grade A  offices tend
to lease smaller sizes, with 67% leasing . 20000 1000190000 =5 00110.000
<5,000 sq feet comparedto 48% leasing = 2,001-5,000 "<2000 ’ ’
<5,000 sq feet in CBD Grade Al offices Source: Colliers
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https://www.hkex.com.hk/Mutual-Market/Stock-Connect?sc_lang=en
https://www.chinabondconnect.com/en/index.html
https://www.hkma.gov.hk/eng/news-and-media/press-releases/2020/06/20200629-5/

CBD (Central and Admiralty), key leasing transactions in 2021

Date Building

Juk2021 The Center
Jan2021 One IFC
May-2021 One Exchange Square

Juk2021

Area (sq feet)

26,000
15,000

13,000

One IFC 13,000

Tenant

Huatai
Hoi Tong Securities

China Life Franklin Asset Mgmt.

China International Capital

Corporation Limited (CICC)

Mainland firms could take another
2.5 mil sq ft in CBD by 2025

The CBD area remains a preferred location for
mainland firms, especially for state -owned
enterprises. According to Colliers data, mainland
firms accounted for 26% of new leasing in the
CBD between 2015 z 2017, although this
proportion declined to 17% since 2018 , given
the combined impacts from the US -China
tension, local demonstrations, and the COVID
outbreak.

We believe mainland firms will become the key
demand driver for CBD offices in next few years,
especially after the border reopens. The number
of mainland firms in Hong Kong grew by 77%
from to 1,986 from 2016 to 2020 2,
demonstrating these firm
Hong Kong offices. According to HKEx, Hong
Kong has been the number one IPO venue
globally in seven of the last twelve years

between 2009 to 2020, attracting numerous
mainland tech giants  including Alibaba, JD.com,
Xiaomi and NetEase.

Number of IPOs,
ranking in Hong Kong, 2009

Fund Raised (USD bil; LHS)

——No. of IPOs (RHS)
oo @ 000
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capital raised and global
22020
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Based on IPO fund raised

Source: HKEX

Number of mainland companies in Hong Kong 2
5-year
2015 2020 2025 F?
Growth
Regional Headquarters 137 238 +74%
Regional office 174 344 +98%
Local Offices 812 1,404 +73%
2,580
Total 1,123 1,986 +77%
(+30%)
2Census and Statistics Department ;3Col | i er sA f orecast.

Demand outlook:

A We forecast new office demand by
mainland firms  could increase 4 mil sq
ft (0.4 mil sq m) GFA in the next five
years, assuming 30% growth of new
mainland firms to Hong Kong to reach
2,580 firms by 2025, with each taking

average space of 7,000 sq ft (650 sq m) *.

Since 2016, around 60% of the new
lettings from mainland firms in Hong

Kong were in the CBD, suggesting 2.5 mil
sq ft of the above estimated 4 mil sq ft of
potential new mainland demand would
go to the CBD by 2025

* Mainland firms average new letting size in CBD (2015 z Aug 2021)

Proportion of new lettings in the CBD by PRC

firms, 2015 z Aug 2021
CoVID

% of non-mainland firms
—

M % of mainland firms

PRC firm avg. %
(2015 z 2017):
26%

US-China, Local
tension | protest

PRC firm avg. %
(2018 z Aug 2021):
17%

2015 2016 2017 2018 2019 2020 Aug-21
PRC firms average new letting size in CBD:
~7,000 sq ft (2015 z Aug 2021)

Source: Colliers


https://www.hkex.com.hk/Join-Our-Market/IPO/Listing-with-HKEX?sc_lang=en
https://www.censtatd.gov.hk/en/web_table.html?id=133
https://www.hkex.com.hk/Join-Our-Market/IPO/Listing-with-HKEX?sc_lang=en

CBD new office supply

Accounting for only 8% of total new supply
between 2021 - 2025

Premium developers to lead
CBD new supply

Central and Admiralty are some of the oldest
districts in the city, and new commercial sites
have been extremely limited:

A Over the last decade (2011 -2020), only 3%
of new office supply was in CBD , all of
which were from private redevelopment
instead of public land sales

Looking ahead, despite the strong office new
supply pipeline over the next five years (2021-
2025), CBD new supply will likely remain tight

A CBDonly accounting for 8% of the total
new supply over the same period

A The upcoming CBD new supply will be
concentrated in the east of Central

A The two new projects, to be completed in
2023, with both led by premium landlords

Future Supply Map in CBD (2021 & beyond)
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3. Central Site 3

Admiralty

Hong K o n gGhasle A office new supply,

2011 z 2025F
Million (sq ft NFA)
2011 - 2020
CBD accounted for 3%
Kl of the historical new supply
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Hong K o n gGhasle A Office new supply by key
submarket, 2021F z 2025F

Others Kowloon
23% East
28%

9.5 million

Wong Chuk Hafg sq ft NFA

7%

Cheung Sha Wan

Islal 15%
90

Source: Colliers

1. The Henderson

Developer Henderson
Year 2023
348,800

Total NFA sq ft

2. Cheung Kong Center Il

Tamar

Developer CK Asset
Year 2023
Total NFA sq ft 394,800

3. Central Site 3

Queensy,,
o Developer Unknown
Year 2026+
Total NFA (sq ft) 1,256,000

* Assuming 75% efficiency ratio



