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Annual Review of the Private Residential Market
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For the property market, economy and society of Hong Kong, the past three years have been eventful.
The sudden escalation of Sino-US trade war in the second half of 2018 started a new situation of
long-term confrontation and conflict between China and the United States and ended the two-year
growth in property and economy in Hong Kong since the middle of 2016. In mid-2019, the anti-revision
movement suddenly escalated, and the Sino-US negotiation deteriorated again in the same period.
The frequent demonstrations and conflicts as well as the impact of Sino-US trade war have greatly
influenced the business environment and atmosphere of Hong Kong, and have made the property
market calm again after a short-term recovery in the first half of 2019. Since then, with the introduction
of new security measures in the policy address, the ratio of the first mortgage of residential buildings
has been greatly relaxed, and the property market has recovered in the fourth quarter of 2019 for a
short time. Just as the market speculates on when the local political dispute would end and how the
Sino-US conflict would develop, a new outbreak of the pandemic at the end of 2019 made Hong Kong's
property market transition from a "political market" to a "pandemic market’, completing an

unexpected annual turn.

The epidemic situation of COVID-19 is undoubtedly the most important factor affecting the trend of
Hong Kong's property market in 2020. With the change of pandemic as the center, the private housing

market in 2020 can be roughly divided into the following stages:
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From January to February: sudden outbreak, slight panic and the dropped price and amount

From January to February in 2020, the first wave of new pandemic occurred in Hong Kong. Some
owners with sales demand were not optimistic about the short-term and medium-term future market,
and some concessions were made in terms of price. As a result, the property price fell as soon as it rose,
and adjusted downward by about 2.7% from the high at the beginning of the year. The traditional
off-season of the Spring Festival and the restrictions of the pandemic on property purchase activities
also reduced the turnover. Although the secondary turnover in February 2020 was higher than that in

January, it remained at a low level of about 2,500.

From March to April: adapt to the pandemic, watch carefully, and the price was stable, and quantity was risen

The second wave of the pandemic occurred in mid and late March, which was also the first peak of
diagnosis in Hong Kong. However, the market gradually digested the pandemic and turned to
wait-and-see. During this period, property prices instead stopped falling and stabilized, with CCL
keeping around 175. Due to the end of the off-season of the Spring Festival, the number of transactions
rose in March compared with February, and the volume of secondary property transactions reached
3,000 per month. In the middle of April, the peak of the second wave of pandemic ended, the
diagnosed cases became single digits, and the first and secondary property trading volume increased

slightly compared with that in March.
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From May to June: the pandemic was under control, the overall was positive and the trading quantity and prices rose

Since mid-April, the second wave of pandemic showed obvious signs of control, with no local cases for

up to 23 consecutive days, and the market gradually turned to be optimistic.

Some owners and prospective buyers believe that the COVID-19 in Hong Kong has been under control,
and the price will rebound. The bottom hunting thinking of worrying about the purchase price later is
emerging, and a large amount of purchasing power that has been suppressed for several months has
poured into the housing market. In May and June, the trading volume of the secondary market
increased significantly and remained about 6,000 cases, almost catching up with the high level in the
same period of 2019. The primary housing sales of new residential projects also takes advantage of the
situation. In June, the number of primary transactions rose to more than 2,100, and the sales of many

large residential projects are also booming.

The improvement in the trend of the property market and the sudden increase in sales also
significantly boosted property prices. From early May to late June, CCL rose from 175 points to 181.12
points, an increase of about 3.5%, basically returning to the pre-pandemic level. Since then, due to
several small tides of diagnosis during June, secondary property property prices have continued to

fluctuate during the period.

From July to August: the pandemic expanded, the overall was negative, the quantity and price fell

After less than two months of controlled period, the third wave of pandemic broke out in early July. This
time not only the local cases rose, but also the number of daily confirmed cases during the peak period
increased greatly. The market's expectation of the control of the pandemic, the property market and
economic recovery was also broken. The overall trend turned negative again. The property prices fell

rapidly, and the CCL fell again from 181.77 points at the peak to about 176 points.

The government quickly tightened the restrictions on aggregate sales, and the developers also slowed
down the pace of sales promotion. From July to August, the volume of sales promotion dropped to a
low level of about 1,000 cases. The turnover of the secondary property market also shrank for a short

time, from more than 4,000 cases in the previous three months to about 3,000 cases in August.
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From September to November: the pandemic was continuous at a low speed, the trend was cautious

and optimistic, the price was stable and the quantity was rising

Since the end of the third peak of the pandemic in late August, the situation in Hong Kong has eased
again. However, due to the fact that the daily average of about 9 diagnosed cases is still maintained,
there is no sign of turning to 0, and the approach of the United States presidential election, the
market has warmed up, but still tends to be cautious and wait-and-see. However, with the support of
stable local demand, the owner's price holding thinking is still stable, and CCL has basically remained

fluctuate after September.

In September, the primary housing sales amount continued to drop to about 800 cases. The primary
housing supply fault caused some customers to return to the secondary property market, which
pushed the secondary property market turnover back to the level of about 3,900 cases. In October
and November, it continued to maintain the medium high level of about 3,600 cases, showing the
strong desire of home purchasing. The developers seized the precious opportunity of the eased
pandemic situation and the improved market trend to launch a number of hot new properties
including Festival City in October and November, pushing up the number of primary registrations in
November and December to more than 2,000. Among them, 2,183 transactions and HKD 24.04 billion

were recorded in November, both of which reached the highest level in 18 months.
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December: the pandemic expanded, the off-season was coming, the wait-and-see thinking was

coming, the quantity and price fell

In late November, the fourth wave of the pandemic occurred, with the daily average number of
diagnosed cases rising to about 100 and the number and proportion of local cases with unknown
source were significantly higher. Since December, the government has tightened the pandemic
prevention measures twice, and the developers have to slow down the pace of sales again, and the
primary sales fell again. In terms of the secondary property market, the impact of the pandemic on
home purchasing wish was relatively slight. In addition, due to insufficient primary housing promotion,
some customers returned to the secondary property market, and the trading volume of the secondary
property market remained basically stable. It is expected that the above trading volume will be

reflected in the registration figures of private residential sales in January.

In terms of price, the re-expansion of the pandemic has softened the thinking of some owners who
need funds and slightly enlarged the bargaining range. However, as the global vaccine is about to be
put into practical use, most owners who are not in a hurry to sell the house still maintain a solid
attitude. The number of price reduction cases and the price reduction range in the overall market are

relatively limited. It is expected that CCL will continue to maintain at a level after short-term

fluctuations.
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Annual statistics — secondary property trading volume is outstanding, and there is no increase under

the fluctuation of property price

According to the prediction of the Centaline Research Department, even if affected by the pandemic,
about 41,400 and HKD 356 billion of secondary property private residential transactions were
registered in 2020, with the number and amount of transactions increasing by 15% and 13%
respectively compared with that in 2019. The number of transactions reached a six-year high after
42,789 in 2014, and the amount was the third highest in history, only lower than HKD 528.01 billion in
1997 and HKD 417.94 billion in 2010. On the other hand, the turnover of the primary housing market
has dropped sharply. It is estimated that 14,900 cases and HKD 172 billion will be recorded in the whole
year. The number of transactions is a new low of seven years after 9,753 cases in 2013, and the amount
is a new low of five years after HKD 167.14 billion in 2015. The number of transactions and amount will
drop by about 28% and 24% respectively compared with that in 2019. The annual decline is relatively
large, which is partly due to the high base of primary housing turnoverin 2019.

In terms of property prices, as of December 15, 2020, the Centaline leading index CCL was newly at
177.75, with a slight drop of 0.2% for the whole year. The only rising period of prices in the whole year
was from May to the end of June when the pandemic was under control. The peak value of CCL was
181.77 points. However, the pandemic was risen again in the second half of the year. After a short fall,

the price remained fluctuated, basically confiscating all the increases in the middle of the year.
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From the performance of the whole year, the property market in this vear has the following characteristics:

1. The impact of the pandemic on the property market: the inhibition is obvious, but the degree

is relatively limited

With the rapid development of the pandemic and the shrinking economy, the private housing market
is still stable. Some citizens cannot help feeling that the housing market is decoupled from the
pandemic and the economic environment. But in fact, both the overall trend of the property market
and the actual trading volume and price, the impact of the pandemic is obvious: when the pandemic
peak comes, the property price and trading volume will be immediately under pressure, and the only
risein the marketin the whole year is from May to June when the pandemic is effectively under control.

Overall, the negative impact of the pandemic on the property market mainly comes from the following

aspects:

(1) Due to the need of social distance, on-the-spot property introduction and other purchase activities
are relatively limited, especially for new property sales, which directly affects the purchase frequency

and transaction efficiency;,

(2) The real economic activity has come to a standstill and the employment market has shrunk, thus

affecting the income of citizens and weakening the purchasing power base of the property market;

(3) The deterioration of the economic environment has made the bank's mortgage behavior more
prudent, tightening unit valuation, income approval, reducing cash rebate and raising interest rate,

which has increased the risk of potential buyers entering the market;

(4) Due to the comprehensive consideration of economic prospects and other factors, the
development of the pandemic will also have a direct impact on the secondary property owners and

prospective buyers, thus affecting the decision-making of selling and purchasing.
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However, to a certain extent, there is a basis for the theory of [decoupling between the property market
and the pandemic]. In 2020, the pandemic in Hong Kong worsened several times, but the property
prices tended to stabilize after a slight decline. In the second half of the year when the pandemic was
not effectively controlled, the trading volume of the secondary property could also maintain a
continuous medium-high level. From these perspectives, the impact of the pandemic on the private

housing market is relatively limited, and the reasons may also come from many aspects:

(1) The SARS enables the public to have a certain degree of acceptance of the pandemic, to quickly

digest its negative impact, and the overall market is relatively calm;

(2) The pandemic is a medium and short-term external factor. The market has always been looking forward
to good news such as the controlled situation and vaccine research and development. It is generally

believed that there will be a significant rebound in the property market after the end of the pandemic;

(3) The pandemic control measures are relatively loose, and the actual restrictions on the secondary

property market are relatively limited;

(4) The supply and demand factors remain unchanged, the local first demand is still strong, the rigid
demand for self-habitation is continuous and less elastic, the quantity is stable in a long time scale, and

the impact of external factors such as pandemic is relatively limited;

(5) The financial situation of local owners is good. Most of them have no mortgage contributions. The
mortgage burden of families who are still making mortgage contributions is relatively small. The ratio
of new mortgage contributions to income has been maintained at 35% for many years. Coupled with
the continuous low interest environment, most owners should not rush to sell their properties. Even if
some owners have the capital demand to reduce the price for sale, they will be able to undertake it
quickly because of the strong demand, so it is difficult for the market to have price reduction for many

cases;

(6) The mandatory tax makes the transaction cost higher, which makes it difficult for the owners to
leave the market and change their houses. The supply and circulation of the secondary property
market are limited, and the owners generally have the thinking of holding the price, so the house price

is easy to rise but difficult to fall.
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The supply and demand factors, the financial factors of the owners and the mandatory tax policy

factors reflected in (4) (5) (6) will still be the important support for the property prices to resist the
decline, stability or rise in the medium and long term even after the end of the pandemic. As for the
pandemic itself, the thinking of buyers is particularly noteworthy. According to the results of the survey
on people's home purchase intention released by Citibank, in the first three quarters of 2020, about
10% of the people thought that it was a good time to buy a house, the proportion was the highest in
nearly nine years, and the proportion that they thought it was a bad time to buy also declined. Under
the pandemic, the desire to buy a real estate has risen instead of falling, which reflects the strong
demand of the public. The price of real estate market during the pandemic may be adjusted, but it is
regarded as an opportunity for people to enter the market and boost their interest in buying real estate.
In addition, the survey estimated that in the second quarter and the third quarter of recent years,
500,000 people and 400,000 people respectively visited the real estate in the month before the
interview, and the former was the largest number since 2013. It also proved that the restrictions of the
pandemic on property purchase activities were relatively limited under the strong public interest in

home purchase.
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2. The primary housing is obviously impacted by the pandemic, and the secondary property

trading volume is outstanding

Different from the ”More primary and Less second-housing” in 2019, the secondary property market
will show a strong performance in 2020, but the primary property market will have limited transactions.

The main reasons may be the following:

(1) Theimpact of the pandemic and the policy on the sale of primary housing is more obvious. Because
most of the primary building projects need to provide demonstration units and sales factories, the
space of the sales site is indoor and the crowd is dense, it is obviously difficult to carry out the sales
when the pandemic worsens. Developers can only seize the short-term opportunity of easing the
pandemic and relaxing the restrictions on aggregation in the whole year to promote sales, which has
put pressure on the primary sales volume for most of the year. Although the secondary market's
individual property inspection activities are also affected by the pandemic, the degree is relatively

limited;

(2) Based on the number of residential transactions involving DSD in recent years, local first-time home
purchase accounts for more than 90% of the turnover of private residential transactions, and is the
absolute demand subject of the private residential market in Hong Kong. Under the rigid demand,
there is a fault in the primary new sales, and potential buyers with housing demand will return to the

secondary market. The trade gap between the primary and secondary market is further widened;

(3) It is one of the important advantages for developers to be able to provide a high mortgage ratio
purchase plan for their new projects. After the launch of the new mortgage insurance scheme in the
fourth quarter of 2019, the 90% and 80% property price upper limit of mortgage insurance schemes for
local first-time buyers has been raised to HKD 8 million and HKD 10 million respectively, which basically
covers the prices of most secondary boarding units. This has increased the purchasing power of
potential buyers in the secondary private housing market, and has also greatly equaled the previous
high percentage advantage of the primary new housing market. In the first three quarters of this year,
there were nearly 14,000 secondary registrations of more than HKD 6 million to HKD 10 million, up
nearly 48% year-on-year. It can be seen that the relevant measures have indeed stimulated numerous

purchasing power;
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(4) In mid-2020, the LEGCO terminated the consideration of the vacancy tax on primary properties,
which will make it possible for developers to slow down the pace of promoting new properties in the
market, and this may lead to a relatively low transactions of primary properties. However, for
residential projects other than luxury housing projects, most developers prefer to sell the goods and
collect funds quickly. Therefore, it is believed that the impact of abolishing the vacancy tax on primary

properties on the sales promotion strategy of developers should be relatively limited.

However, it should be noted that the decline in primary housing trading volume in 2020 is mainly due
to the fact that the developers take the initiative to slow down the pace of sales promotion due to the
pandemic and policies, which does not mean that the primary housing demand is weakening. In fact,
most of the new projects launched in 2020 are in good sales situation. In particular, during the second
and third wave of the pandemic, a number of large-scale new projects and small and medium-sized
new projects were sold with great passion, substantial oversubscription and frequent price increases. If

the primary housing sales are controlled, the developers may rebound at any time in the future.
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3. In the long-term negative political and economic environment, small and medium-sized

first-home communities are more resistant to falling

In the past three years, Hong Kong's property market has been plagued by external negative factors. In
the second half of 2018 and the second half of 2019, there was a significant drop in the market, and in
2020, there was a continuous year-round fluctuation in property prices. In the overall negative political,
economic and social environment, the market performance differences of various types of residential
units are further amplified. From the price index, the price performance of various types of units in

different stages in recent years has the following characteristics:

(1) Inthe first half of 2018 and the first half of 2019, the price growth rate of class A and B units below
70m? was higher, which was also in line with the general performance of the property market in the
rising period before 2018. That is to say, because most of the local residential transactions were
first-time home purchase by families or individuals, the demand was concentrated on small and
medium-sized units. Under good or neutral market conditions, small and medium-sized units

benefited from a large number of on-board demands, and the price was more dynamic to grow;

(2) Inthe second half of 2018, due to the escalation of Sino-US trade war, the decline of C, D and E units
was relatively small and rebounded earlier, which was also in line with the general understanding that
the owners and buyers of large and medium-sized units, due to their strong financial strength, relatively

small price fluctuation and more resistance to the decline in the short term;

(3) However, in the second half of 2019, due to the anti-revision movement and the escalation of the
Sino-US trade war, large and medium-sized units did not show obvious resilience, especially the price
of luxury housing represented by class E units decreased significantly. This is mainly because social
events have shaken the stable social and political atmosphere in Hong Kong to a certain extent. As a
result, the desire of buyers in the luxury housing market, especially the mainland and overseas
investors, as well as the number of foreign employees and the demand for rental services have been
greatly weakened. In addition, due to the fact that the number of monthly transactions of class E units
from August to December 2019 is less than 20, the proportion of individual low-price transactions was

enlarged, which is more likely to cause the price index to fall;
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(4) In the fluctuation of the property price in the fourth quarter of 2019 and the whole year of 2020, the
price gap between various types of units is further widened, especially the class A and B units show
obvious resilience. One of the reasons is that the introduction of the new mortgage insurance plan in
October 2019 enabled the small and medium-sized units of class A and B below the price upper limit
of HKD 8 million and HKD 10 million to undertake high percentage mortgage, so as to meet the stable
and vigorous demand for initial purchase, and promote the small and medium-sized units to take the
market. On the other hand, the performance of class D and E large units is sluggish, especially after July
2020, the price of large units declined significantly. This may be because the economic, political and
social environment of Hong Kong has been not clear for years, and the impact of the Law of the
People’s Republic of China on Safeguarding National Security in the Hong Kong Special
Administrative Region is unknown, which makes some people worry about the economic prospects of
Hong Kong. Among them, the high net worth people with rich wealth accumulation usually have
higher ability and willingness to circulate capital than the middle-class people. In addition, the
investment and wealth allocation attributes of luxury houses are more, and the long-term prospects
are uncertain, which is easy to lead to the increase of selling volume and the weakening of foreign
investment demand, resulting in the price performance of luxury houses is quite different from that of

the first-home projects.

On the whole, the price resilience of large and medium-sized units is, on the one hand, based on the
better financial situation of the owners and customers, and on the other hand, also requires Hong
Kong to have a more positive long-term economic outlook. Under the background of long-term
negative economic environment, the small and medium-sized first-home projects, which are
supported by stable housing demand and policy preference, are more resilient. It is expected that the
price performance of small and medium-sized units will continue to lead the market in the next few
years. However, if the pandemic is controlled in the short and medium term and the global economy
recovers strongly, the price of large and medium-sized units may also get some support under the

optimistic economic expectation.
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Economy — the medium and short-term economic outlook will mainly depend on the development of the pandemic
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According to the Census and Statistics Department, as of the third quarter of 2020, Hong Kong's real
GDP has fallen for the fifth consecutive quarter year on year. The narrower decline in the latest quarter
was mainly due to the lower base of comparison (i.e. the data for the third quarter of 2019) and the
improvement of the external environment driven by the recovery of the mainland economy. However,
the economic activity is still significantly lower than the pre-recession level. The latest full year

economic growth forecast is - 6.1%.

Looking forward to the future, the development of the pandemic will undoubtedly remain the main
downward risk of global and local economic activities in the short and medium term. Since there are
no other feasible anti-pandemic measures at present, the effectiveness of the vaccine and the degree
of its application and popularization are very critical. According to the latest news, the first batch of
vaccines will arrive in Hong Kong as soon as January 2021, and mass vaccination in the United States
and European countries will also start in the same period. Under the most optimistic circumstances,
the effectiveness and safety of the vaccine will be confirmed in the first quarter of 2021, and the global
and local economic activities will gradually recover. By the end of 2021, the whole Hong Kong people
will have basically completed the vaccination, the local economic activities will be fully recovered, and
the foreign trade will be significantly improved. During this period, Hong Kong's economic

performance is likely to rebound significantly.

However, in the medium and long term, even if the pandemic is completely controlled, the external
factors faced by Hong Kong's economy are still relatively negative. The development of Sino-US
relations, geopolitical tensions and Brexit negotiations all add the uncertainty. Compared with the post
SARS period, due to the fact that Hong Kong's economic development has been at different stages, and
the difficulty of having an economic stimulus policy similar to the [individual travel] of Hong Kong and
Macao, it is unlikely that the long-term high-speed economic growth after the 2003 pandemic will
reappear. On the other hand, the signing of the Regional Comprehensive Economic Partnership
Agreement (RCEP) and the promotion of the Belt and Road initiative and the development plan of
Guangdong, Hong Kong and Macao have brought new development opportunities and challenges to
Hong Kong. The driving force of Hong Kong's future economic growth will mainly depend on whether
Hong Kong can give full play to its unique advantages, rely on China's development, and adapt to the

change of role and function under the new pattern.
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Employment - severe but has limited impact on private property in the short term
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In terms of labor market, the seasonally adjusted unemployment rate has risen from 2.8% in June 2019
to more than 6.0% in mid-2020 due to the occurrence of social movements and the pandemic, which
is more than the unemployment rate after the 2008 financial crisis. However, due to the government's
relief measures such as the Employment Support Scheme, and the short-term alleviation of the
pandemic last year, the increase of unemployment rate slowed down significantly after June. The
unemployment rate from September to November was 6.3%, slightly lower than the previous 6.4%.
And according to the relevant estimates of the Hong Kong Institute of Finance of the Bank of China, if
the government does not launch a series of rescue measures, the unemployment rate in Hong Kong

may be around 9.5%, which is higher than that in 2003.

From the perspective of industry categories, the high unemployment rate is mainly concentrated in the
retail,accommodation and catering services, and construction industry, with the latest unemployment
rate above 10%. It should be noted that under the long-term negative economic environment, the
unemployment rate has gradually spread from the consumption and tourism related industries to the
upstream and downstream industries and other industries. For example, the unemployment rate of the
financial, insurance, real estate, professional and business services industries, which performed
relatively stable before, has also increased from 2.2% at the end of 2019 to 4.0% in the third quarter of

2020.
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From the perspective of income stratification, the vertical changes of the unemployment rate in
different positions and levels are similar. The latest unemployment rate from September to November
2020 has roughly doubled compared with the beginning of the year. However, in horizontal
comparison, there is still a significant negative correlation between the unemployment rate and the
median income. For example, for managers, administrators and professionals with higher income, the
latest unemployment rates are 3.1% and 2.7%, while for service workers and sales personnel, as well as

craft and related personnel, the unemployment rates are close to 10%.

Overall, the employment situation under the pandemic is more severe than that in 2019, and the peak
unemployment rate is close to the level after the financial crisis in 1997. However, as the high
unemployment rate is still concentrated in the consumption and tourism industries, and the
unemployment rate of the higher income groups s still low, it is expected that the impact of the
deterioration of the employment environment on the private housing market will not be apparent
immediately. As most of the layoffs are caused by the pandemic, the unemployment rate will fall as

long as the pandemic is over.

But on the other hand, special attention should be paid to the trend of unemployment spreading to
various industries. If we fail to get effective feedback in the short term after the promotion of the
vaccine, and the government does not have a new round of employment protection and relief

measures, the employment situation is likely to deteriorate rapidly in the short terms.
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Interest rate - ultra low interest rate environment has a slight supporting effect on the trend of the property market
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In mid-December of 2020, the Federal Reserve announced to keep short-term rates targeted at
0%-0.25%. It also previously clarified to maintain this target range until labor market conditions have
reached levels consistent with the Committee’ s assessments of maximum employment and inflation
has risen to 2% and is on track to moderately exceed 2% for some time, indicating that hiking rates will
not come at least before 2023. Benefiting from the global monetary easing wave, the aggregate
balance of the Hong Kong’ s banking system increased significantly with strong capital inflow in the

past year.

In consideration of a long-term near zero US interest rate and the improving liquidity of local banking
system, it is expected that the ultra-low interest rate environment in Hong Kong will be remained for a
fairly long period of time, and the consequent lowering housing mortgage cost and the widely
expected capital inflow to real estate market, will support buyer’ s confidence in entering the market

and the long-term rising trend of property prices.
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Supply and demand — maintain the imbalance between supply and demand, long-term property market has support
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In recent years, the relationship between supply and demand which supports the upward and rapid

rebound of property prices in the private housing market has not changed.

In terms of the composition of buyers, due to the implementation of the DSD, the number of residential
transactions involving DSD has decreased to about 10% since the beginning of 2017, and further
narrowed to less than 10% after February 2019. It shows that nearly 90% of the total buyers are Hong
Kong permanent residents who purchase residential properties as first-home buyers. In 2020, due to
the pandemic, the proportion of foreign buyers and investors further declined, which narrows the
proportion of transactions involving DSD to less than 5%. The position of local first-home buyers as the

absolute main body of housing market demand was strengthened.

On the other hand, in the 2018 Annual Progress Report of the Long Term Housing Strategy, the
government changed the ratio of public and private housing supply from 6:4 to 7:3, which greatly
reduced the annual supply target of private residential land by about 30%. In the latest report, the value
maintained at about 12,900 units per year, far lower than the level of 18,000 units in 2017 and before.
With no change in local demand for first-time home ownership, the supply of private property will
remain at a low level in the future, so that the market expectation of long-term upward property price
has a relatively stable basis at the level of supply and demand. This is also the fundamental internal
driving force for property prices to stabilize and rebound under the overall negative external factors in

recent years.

R EEREENEIRAIZ RIS ERRETRRAILLH - =

Ratio of transactions involving DSD to Overall Residential Transactions - by Number

100%
90%
80%
70%
60%
50%
40%
30%
20%

10%

0%

= FEAX EERERERALG

Ratio of Transactions Involving DSD

1/2020
3/2020
5/2020
7/2020
9/2020

BRI EENTEIRRIZE R AIELH
Ratio of first-time Home Purchase of Hong Kong
Permanent Residents
Hil: WBRE, iR

Source: Inland Revenue Department, The Land Registry

Centaline Surveyors Limited | 2020 Property Market Report | All Rights Reserved

o 2020 Annual Report



CENTALINE

> 2020 Annual Report

)
SURVEYORSE s

NI EHE

Private Residential Sales

T

Summary

2020 2 B2008F ¥ 12F 2 AB AL K2
RELEERBEN—F BRAEEHEHEE
FINEMERFERNAY R AHB8R
A FRAEERZEEAMBTENEEDIE
BXR-ME A RRBRRBER HERAEMD
RHAER IR A —REERE T MBS
DARZ I HE R B R ERA SRR
THE—ERNREMEAmE M-

ERE2021F BBEDNRELAE BB RIZ
THEEEZER MEE N ARIIER AR
REEFEAER HRERT BREEN
PiE A T EAEED (N —80 H2021
FYEEFRE2EERE BEEITHME
M@ ZE - BIETIEEEAR KRB RE
ERE —BEteaHRANRE EBE
ZEAME EEEERNHABEENAL &
1BHCIESHG IS N EREEMESD e
B EBETETHRN 20215 -6
BNXSHBMER RSETES EEHT
BB RIES RS B AT AR HE
APEN R BB W —REENER
LT BERIIEEERRDTHM BH L
FERErERE B2 FRENIEE
1097 > /AU BB (LB AR IR =B EA T
IERTRAOE AT RN BRI AL REEUBKIR
5 —Ege

MBS E BESERE T 2 ERERR
BEAEEWOET REFL0%UL 7T ER
20104F &893 ELo» 2020 F 1548 2 BE )
—FHREEUEN 2EREETEE
BRI B —F R BRI SERU Lo

Ty
[ dededrdatels

2020 is the most severe year for Hong Kong's economy and employment since 2008. However, the
private housing market can still maintain a relatively stable price throughout the year. We believe that
the biggest supporting factor is undoubtedly the stable rigid demand for primary housing in Hong
Kong. In the foreseeable future, the supply and demand will still maintain the status quo. It is
speculated that under the general negative environment, the private property market is still easy to rise
but difficult to fall, showing a certain degree of stability and lag compared with the development of the

stock market and the real economy.

Looking forward to 2021, the pandemic will still be the most important factor affecting Hong Kong's
economy and property market, and the effectiveness of vaccines is crucial. Based on the known
information, in optimistic circumstances, the recovery of the real economy should be roughly
consistent with the pace of vaccine promotion. From the beginning to the end of 2021, from the first
batch of vaccinations to the overall vaccinations, the economic activities are from recovered to
continuous improvement. However, the private property market attaches great importance to future
expectations and the overall trend. Once the first batch of vaccines are effectively fed back and the
pandemic factors become clear, it is believed that a large amount of purchasing power will be
stimulated to enter the market. Therefore, the time for the property market to recover will be slightly
earlier than the pace of the recovery of the real economy. It is expected that Hong Kong's housing
market will remain fluctuated during the off-season of the traditional Spring Festival in the first quarter
of 2021. If the first batch of vaccines is effective, it may show a more obvious rebound trend before the
middle of the year and maintain a period of upward price. However, due to the uncertainty of external
negative factors, the rising period of the real estate market may not be long. It is estimated that the
annual price rise will be within 10%, and the price growth potential of small and medium-sized units is
relatively large. And the price of large luxury units previously troubled by economic prospects will also

increase to a certain extent.

In terms of trading volume, under the control of the pandemic, the annual turnover of private buildings
is expected to exceed 60,000 with an annual increase of more than 10%, which will also be a new high
after 2010. Among them, the primary new projects that have been under pressure in 2020 will be
released, and the annual sales volume may increase significantly. It is estimated that the primary

trading volume will reach more than 18,000.
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EDM KRFER BN TR RRMEIEE R When analyzing and predicting the future supply of private housing in Hong Kong, different institutions
B AE#Es@E A2 TENIABE or individuals often introduce various kinds of data from different perspectives, such as the common
SIARBHE B EENtHEESZ (81F land supply (including land sales), construction volume, completion volume, etc. There are also
BEME) FI2 - FHEaF NEHENE institutions that predict the future supply of primary housing market from the stock of existing
BEEt+HE - TETEENMENEREE residential land, residential units under construction and complete but unsold units. These data
MNHELEEFEEBAERK—FFEHIENME respectively reflect the housing supply situation in different stages of the housing development cycle,
BReELEHEDNIMERERBEHANAF but if they are listed separately in the quotation, it is difficult to clearly reflect the internal relationship
[B) P ER RO PE IS ) B AN R 7 S| 9l B 9 BY 1) of these data, which makes it difficult for readers to directly understand the whole picture of housing
o WLEE DUB BT I [ bR R B S BB TE B supply situation.

L LOBEEHNERMERTEHEBRA

ES T

(1)BESESIHEE £ - 2B AEENEE L RtRaFEERNEBATREEZR(MER) ERBERE
B BEREFT O E AT ARG 8 R BT E N B #2049 T 2ol L M I R B9 FA A Tt o
(1) Potential residential land supply [Raw Land] - include residential land unsold from the government, railway and URA development

projects with no approval for cooperative developer, and private land that has been granted planning permission for residential use but has not
yet reached the necessary land lease change or land exchange agreement with the government.

)

(2)BitHay T #ERRE) T MEM -5 BN O & Ha0E T + # K B BB E R 809 + 31 5249 88 20 5 + # 22 Hats
ZNEE/ MEREREENCERBFTIFATERARNMA L
(2) Approved land and but not yet under construction [Disposed Land] - include residential land sold by the government, railway/URA

development projects with necessary land lease changes or land exchange agreements with the government and private land with planning
permission for residential use. These projects are ready to start.

QEFEHEB-CHGMETIZ(MBHRYEREEMIG LETIR)NIES &R E L2 HIBE RRAFIEEN
TAETERER-

(3) Projects under construction - projects that have started foundation works (or superstructure works in case of railway property), including
projects from (2) and private residential reconstruction projects without change of land lease.

(4)ERIBF-Coc TIE S RIEFERT A ERIIET

(4) Completed buildings - completed buildings with occupation permits issued.

& 2020 Annual Report
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FAtEEBEUERR DAEE—FTTH
MEGH BT PREN DAEENEERE
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Disposed
Land Supply for land
tm Private Domestic Units

Input

B ST, WE/mER
RERABAESHIERRE

Government Residential Sites Sold,
Railway/ URA/ Privately Owned
Residential Sites Processed

TEEEESECEGNRMAETEREHLT
o F TESE A e ERB A AR SR
BN ERETRIBE R REFT T !

LB D ABLERGFEMBE BIEXRT
HE—SRMEREES T —(ERIETEM
e FLETPUAER T B8 AETE
HEEETEHIE-MATETERE R
ERTNBERRTETEUFE TEHU
BRER O REEREBULKER
RIE;

2EEME MR REE2E—09 18
MR EEAMAET I HHEE QEBUF
B it O B BUR E Al BB BY £ 324 S sl
TG ENER/ MEREEER B
MBIFFRIEAETHRNMAER/ERIA
B mE—R LR ER—FAAEE
HEE (BFERAREREBNHEES) -
BEFENIZR RERGFTIAETE LM
HESEHFR-FIUATEHESNE -

BETIRNABKU LT TEBAGER i
FAAEEHEENSLEERMEE.

Date of Commencement

Therefore, we want to build a simple schematic diagram based on the "development stage of private

housing" proposed in the "statistics of private housing primary market supply" of the housing bureau
to reflect the connection and transformation relationship between various common private housing

supply data, as follows:

i
. —FiLAETEHES
OUtQOI ng No. of Primary Domestic Sales
EEHIE R MAETEAR
No. of Domestic Units U:::mpleted No. of Completed Private
Commenced Construction Units Domestic Units
— —
B5E
Unsold
Completed
Units
O
EHTAH {EETAEE AKEIRE

Pre-sale Consent OF Date

of Construction Application Approved
The horizontal axis of the schematic diagram from left to right represents the complete development
cycle of private residential projects from land, construction to completion, while the relevant data are

divided into different development stages, the description is as follows:

1. The data can be divided into two categories: transformation quantity and stock quantity. The former
refers to the number of residential units that have changed from the previous development stage to the
next stage. In the figure above, it is indicated by an arrow, including the land supply of private domestic
units, No. of domestic units commenced construction and No. of completed private domestic units.
The latter refers to the stock of residential units in each development stage, which is represented by
color block in the figure, including the disposed land, unsold and incomplete units and unsold

complete units;

2. There is only one way to increase or decrease the stock: the only way to increase the stock is the
supply of private residential land, including land sales by the government, railway/URA development
projects with necessary land contract changes or land exchange agreements with the government, and
private development/reconstruction projects with planning permission for residential use; and the
only way to decrease the stock is the sale of primary private residential land volume (including sales
volume before and after completion). Therefore, the increase or decrease of the overall stock will
depend on the comparison between the land supply of private housing and the sales volume of

primary private housing in the same period.

The following content will take the above diagram as a clue to analyze all kinds of relevant data of

private housing supply.
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Supply and demand — maintain the imbalance between supply and demand, long-term property market has support

IAET L HEERRE A4S BT S
BREYFEEREE TREEERBEURBA
ER/EREBER-BFBENSEFR ik
BEERBEFEERE (RR)) ”‘*ﬁﬁfﬁw
TEREBBRRKGIEREMHESR W
M%%EE’JE%E’S%K&@%’\E7E°EﬁZJFJDT§
EEERERGA (BI2BK) BBEMAET
TRV IR B AR LU B K RRA0R LRI TRAI
FRIEFE B Sl

Private residential land supply has 4 sources, namely government land sales, railway property
development projects, URA development projects and private reconstruction/development projects.
The government usually publishes an annual progress report of the long term housing strategy (LTHS)
at the end of each year to analyze and forecast the housing demand and set housing supply targets in
the next ten years, and describe the current demand and supply of public and private housing. Before
the beginning of each fiscal year (i.e. at the end of February), the government will formulate an annual
land sale plan based on the supply target of private residential land and the forecast of land from

various sources.

2013/14 - 2019/2083FFA A (B LIt IES

Land supply for private housing from 2013/14 to 2019/20
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HEYERERR

Government and Ssle  MTR project

FFRREBEECHIMREN S BFA
BEMRNEREHEIEREE & L HE

BLEBREREE-FHRE(ER2018)H:
B AWERELAIR64#EET3 <
2019200 EMNEFEHEERESSF
18,0000 KB TR ESF 13,500k (&
0198 +FREERHREERTE < +F
hWEHEEEERE—FTKREEGF12,9000
RAEMN(RER2020) EFEFHEST
12,900k By E AR5 EHIBRE & FTmFAIFA
ANEETHHEEBARE T H2017/188 K
FEREFMAERES (BH2MMIER)
HEEAMEIEER DATELMUES
AR IE AT R F194920,000 04 FURBLE 212,000
F13,000 kG KFe

25,500

20,140
18000
15,730
14,540 \
N 13500 sz
um- —
7,400

2016/17 2017/18 2018/19 2019/20  2020/21FHIFEH 2020/215=F ERE (%)

Provisional figures (Q1-Q3 of the fiscal year)
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URA Project Privte Developmant Redevelopment
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B MR, WEOW (2016/19YEEH=S)
@

In recent years, due to the overall shortage of residential land in Hong Kong, the government has
shifted the focus of land supply to public housing in order to give priority to solving the shortage of
public housing supply. In particular, in the 2018 LTHS, the government changed the ratio of public and
private housing from 6:4 to 7:3, which greatly reduced the private housing supply target in 2019/20 from
18,000 units per year to 13,500 units per year. The 2019 LTHS lowered the 10-year total housing supply
target, further reducing the 10-year private housing supply target to 12,900 units per year. The newly
released 2020 LTHS aims to maintain the annual supply of 12,900 units. Affected by the above, the
supply of private residential land in the past two years has decreased significantly: since the peak of the
2017/18 fiscal year due to the huge number of private development projects (especially land exchange
projects), the supply of private residential land has dropped rapidly from the previous average annual

level of about 20,000 units to about 12,000-13,000 units.
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2020/21F14F (202038 -20214F38) F4)
ARV E M ET BT FAET 2 F B R AT
LA B EAY 15, 73018 BB i > T/ B AR
TE#312,900MEE - EBREERFER IF
B={EZ=E (RB2020F38-12A) MR AR
B HEEEMNT 4000 ESHEERY
57% HREFE##92,160{A 558 2 R 18
B (BB R EEE 13 EM IS 58) 49
35501k A AER/EREHALE90M IR
B EEE S FY)TasA94,050 N ES3E
PO BUR B e AW B R /R IR B AR
T RIEERNEN D HERIEZRR
ZIBH R

AREAFER =FENMATETLMEREE
ERBMEER2019/ 20 EEABESE X
ZRE MBI BRBIEREERRE R
BlL WFEM RS EHIR N ERERD
RN AREEIE 2F A XTI B HE
BERPIBEIER A 511,000 LT &
B2011IF LI FHIRIEE

In the land sale plan announced at the beginning of the fiscal year 2020/21 (March 2020 - March 2021),

itis estimated that about 15,730 units of private residential land can be supplied for the whole year, and
the supply target is 12,900 units. However, according to the data of the development bureau, the land
supply for private housing in the first three quarters of the fiscal year (i.e. March - December 2020) was
about 7,400 units, accounting for only about 57% of the supply target. Among them, there are about
2,160 units of the government land sales, about 3,550 units of railway development projects (i.e. LOHAS
Park Phase 13 and Wong Chuk Hang Station Phase 5) and about 1,690 units of private
development/reconstruction projects. Apart from the fact that the railway development projects are
close to the estimated 4,050 units at the beginning of the year, the pace of land sales by the government
and private development/reconstruction projects has slowed down, which is significantly behind the

estimate at the beginning of the year. It is believed that it is mainly due to the pandemic.

Due to the backwardness of private residential land supply in the first three quarters of this year, which
is more serious than that in the fiscal year 2019/20, and considering that the land market situation is
more severe due to the pandemic and economic reasons, the pace of land sales by the government,
land exchange by developers or reconstruction of old buildings is still relatively slow. It is unlikely that
the total supply of private residential land in the whole year will reach the goal. It is estimated that it will

be 11,000 units, which should be the lowest in nearly nine years since 2011.
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Sales of government residential land

202021 F EEMEBI T HALORBETAHM
(H gt f7 1 £ —&F ORI R F R
TSR E MR I DT AR) ~ B ZE20206 128
thE) 2B W ET6E M K BB R
2,160k ~E B2020F 1 A5 RIEE LB L
o REAFRM 2B BN OFREERE
HETHEEEE L AFEEERN LT
REEHEER) BEESHNEZERE

There are 16 residential sites in the 2020/21 land sale plan (two of which are split from the Mansfield

Road site on the Peak, which was auctioned and accumulated in the previous vear). As of

mid-December 2020, only six of them have been sold, involving about 2,160 units. Since January 2020,

nine sites have been sold, two less than the same period last year. As the residential land in Kai Tak

Development Zone has been sold in recent years, the scale of the land sold this year is relatively small.

The highest price project, off Anderson Road in Kowloon, the first-time home purchase project in Hong

Kong, won a bid of only HKD 4.951 billion.

HEEABEL
49.51187T°

Hith / RIRRE A

Sale/Tender Award Date

13/1/2020

1/4/2020

28/4/2020

19/5/2020

27/5/2020

29/7/2020

26/8/2020

28/10/2020

2/12/2020

BEEH PEREEHES

TMTL518

KIL 11238

KIL 11240

SD 3 Lot 1069

ALCIL137

TPTL 243

DD 214 Lot 1003

TPTL 241

NKLIL 6603
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Higs

Location

FABPIHASEB LN - BUIER
Castle Peak Road - Castle Peak Bay,
Area 48, Tuen Mun, New Territories

NEEE ARt AT R Lief
Reclamation Street and Shanghai
Street, Mong Kok, Kowloon

JUBEREABAHITER LIS TR R
Soy Street and Shanghai Street, Mong
Kok, Kowloon

NEEBEREREEHH
Off Anderson Road, Kwun Tong,
Kowloon (B AEE LEBAIRHE)

EBIRFIMNBRINEEE
Ap Lei Chau Praya Road, Ap Lei Chau,
Hong Kong

RAIEREE
Ma Wo Road, Tai Po, New Territories

El e i N i
Hiram’s Highway near Heung Chung
Road, Ho Chung, Sai Kung, New
Territories
STRAAIHLRE - KIHEE
Tai Po Road - Tai Po Kau, Tai Po, New
Territories

TBERUESBAER 1 SRR
Kai Tak Area 4E Site 1, Kai Tak,
Kowloon

g

User

E=}

Residential

5
Residential

%5
Residential

15

Residential

5
Residential

5
Residential

5
Residential

16

Residential

5
Residential

HEASTEHR (F753K)

Site Area (s. m.)

13,538

253

626

20,167

1.129

22,608

3,563

6,238

5548

HiEERT)
Price (HK$
Million)

3,500

859

467.18

4,951

1,332.8

3,705

531.88

451

4,272.8

BRIEEEHR (F5X)
Max. GFA (s. m.)

54,152

1,893.75
AEHERANEEMER
in total for private
residential purposes
4,691.25
{EFANEB IR
for private residential
purposes

43,798

8,201.6
{EFANES IR
for private residential
purposes

72,640

5344

9,357

30,514

REIRME (T/FHIR)
Unit Rate (HK$/s. f.)

6,005

4214

9,252

10,502

15,097

4,738

9,246

4,478

13,009

i

Successful Tenderer

I EEERRBIRAR
(Kaisa Group Holdings Ltd)

BEFEEEMAEIRAE
(Eagle Legend Asia Limited)

Worth Forever Limited

RITEXEERRAR
(CK Asset Holdings Limited)

AEEEBRAT
Tai Cheung Holdings Limited

BREX (F8) BRAERERERER

BRAE
(Vanke Property (Hong Kong)
Company Limited and CNQC
International Holdings Limited)

ZPBIRAE
(Chime Corporation Limited)

Fresh Harmony Group Limited

FEBIMERARAT
(China Overseas Land & Investment
Limited)
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From the perspective of successful developers, due to the pandemic, the land investment activity of

Chinese funded developers dropped sharply this year. Only a consortium composed of Vanke Real
Estate and Qingjian International won the bid for Ma Wo Road in Tai Po, New Territories. However, due
to the small scale of the development of many sites, it is a valuable opportunity for small and
medium-sized developers to store soil reserves. On the contrary, non front-line developers won the
bid, for example the Ap Lei Chau Praya Road of Ap Lei Chau was won by Tai Cheung Holdings. It is 8

years since its last successful land bidding.

In addition, due to the deterioration of the business environment caused by social movements and the
pandemic, there were two consecutive large-scale commercial land lots failed in auction in this year,
which greatly affected the trend of the land market in Hong Kong and led to a sharp decline in the
government's land sales revenue. In addition, the supply of private residential land in the previous two
years has not actually reached the annual supply target, so the government is more likely to slow down
the pace of sales and consider introducing the follow-up land after the pandemic is under control. It is

estimated that less than 10 lots of land will be sold in this fiscal year.
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Remaining Government Land for Sale

HoE it T (218) (89)
District Location Site Area (ha)(about)
1 SBSTRRIBIERE 1222 &8 - WA EBUIAIEELE 9B 116 i 05067
Rural Building Lot No. 1222 HK Island - The Peak Nos.9 & 11 Mansfield Road, The Peak Residential N
2 SRS 515 8% AT - = ERRAE [c=3] 038
KCTL 515 New Territories West - Kwai Chung Lai Kong Street, Kwai Chung Residential N
3 KRS 278 3% R - & i 24 B i 0762
FSSTL 278 New Territories West - Kwu Tung Area 24, Kwu Tung Residential :
4 K3 EKTiERSs 279 5% R - &R iR 25 & *E 186
FSSTL 279 New Territories West - Kwu Tung Area 25, Kwu Tung Residential :
s PRUERSE 9061 98 & - 87 EBRFLEAERS 269 3 i 01227
1L 9061 HK Island - Wan Chai No. 269 Queen’ s Road East, Wan Chai, Hong Kong Residential B
6 SCEAHE 115 LIHERE 1677 R TR - T TUEEERE 1= 152
Lot 1677 in DD 115 New Territories West - Yuen Long Chung Yip Road, Yuen Long Residential :
7 SLERAHEE 91 KIMBERSE 4076 SR R - HE MENBARESLAERR - TR FE 044
Lot 4076 in DD 91 New Territories West - Fanling Junction of Fan Kam Road and Castle Peak Road - Kwu Tung, Fanling Residential N
8 FTLBEIBERSE 6604 87 JuBE - BUE FVBERES 4E & 2 SRR *E 1.0956
NKIL 6604 Kowloon - Kai Tak Kai Tak Area 4E Site 2, Kai Tak, Kowloon Residential :
9 BFIHIERSE 546 3 HFRE - P BFIE 48 ERILAT - RESR = 575
TMTL 546 New Territories West - Tuen Mun Castle Peak Road - So Kwun Wat, Area 48, Tuen Mun Residential B
10 KIBTHEERES 234 98 R - At KIBKIBAR - KIER [c=3] 0625

TPTL 234

New Territories East - Tai Po

Tai Po Road - Tai Po Kau, Tai Po

Residential

FRAMBAREZE2020/21 FEMETEIHH The above form shows the 10 unsold residential sites in the lands department's 2020/21 land sale
BB R E H B 10MRE = B3 nl HIEAY
5,400 3 55 8 {1 o 8l bR A B 4 55 11 =5 (R
2021FF 18 E38) AlgE & Ry 3 ek +
WMEREREREE N —FE WETE+
e AR FEEM St 8 AN R E.

plan, which can supply about 5,400 residential units. Excluding the land that may be sold in the fourth
quarter of this fiscal year (i.e. from January to March 2021), the remaining land will basically roll over

to the next year and be merged with the new land to form a new annual land sale plan for sale.

WERAPRE U NLEERFE A S FH— It can be seen from the form that there is only 1 Kai Tak runway area left for residential land in
BB & B8 & 7 - R 3T & B T F B
B EZHEENOR BATAERAI AT
ANFERMEEAER -MEEXBEER
BEfFES B2019F URSE HIRMIE K
B RS REERE-EEE
T AR BEARYE R T AR R R E
2 2 B S B DB A o

Kowloon. Kai Tak district is an important source of land supply for the government in recent years. At
present, the large private residential land in Kai Tak district has been basically sold out. In recent years,
the business climate in Hong Kong has continued to deteriorate. Since 2019, there have been five
times of failed in auction and tarting, four of which involve the Kai Tak area. In the case of relative
shortage of residential land, it cannot be ruled out that commercial/hotel land in the runway area will

be converted to residential land in the future.
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WHRFEFEEAETTHOHELLES
KA1/ 12FEEMEAN—EAS50EL L
THPAREE LB EEFRR B
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BMEBFAR M ATEERLIMBEEER
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N N—EEELRZINFRFE
RHERAEREETMBT -

In addition, due to the relative saturation of urban development, only two of the remaining residential

land are located in Hong Kong, which is not only small in quantity, but also relatively small in scale.
Most of the sites are located in the New Territories and are relatively large. It is expected that in the next
few years, residential land in the New Territories, especially in the Western New Territories (Tuen Mun,
Kwu Tung, Fanling, etc.) related to the development of new towns, will gradually become the main

source of land sales for the government.

From the change trend of the amount of residential land sold by the government over the years, there
were more than 50 lots of land available for sale in 2011/12, and since then, the amount has dropped
year after year. In the past two years, there are only 15 lots of residential land sold, which clearly reflects
the downward trend of the government's land reserve for private residential development. It is worth
noting in particular that the number of newly increased land over the years has also decreased
significantly, indicating that the government's ability to find land in recent years is insufficient, and it is
also affected to some extent by the government's priority in providing land for public housing in recent

years.

2011-2020F K FFE T EI it S E R KR

Number and Source of Sites of Government Land Sales Programme from 2011 to 2020

60
mivgm 00
No. of Sites 40 18

30 24 28

20 . 24 16 20 12

: w8 o= B &

o ‘ ‘ 10 8 N =m

2011/12 2012/13 2013/14 2014/15

ISAEE
Newly Added Sites

2016/17 2017/18 2018/19 2019/20 2020/21*

"R L FENEEE

Rolled Over Sites from the Previous Year

*HRWIEMEEIRIF S EER, 2020/21 FEE R BIREEAE SRt 1618

*Due to the split and sale of Mansfield Road site in the Peak, there were
actually 16 residential land lots in the 2020/21 land purchase plan
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Construction volume continued to drop to a five-year low

WEEFEHTER 20194 59@E 8 B9FA According to the statistics of the buildings department, in the first nine months of 2019, the total
ANEEBNTEEREH496,527M (HRIERI81E number of private residential units started construction is about 6,527 (currently only the first eight
BB BAFTREANG,32TWEEE R months, to be updated), which is slightly higher than that of 6,327 in the same period of last year.

O BHNVEBFE Bst2FH LEE KA However, due to the impact of the pandemic, it is estimated that the total number of private residential

PRI M AEERY11,0002 12,0001 K> units started construction in the whole year may be less than 11,000-12,000 in the past two years. This
EEM4EBTAENE T EH K 28 is a new low in the number of construction units started in the past five years since 2014, and it is also
BE—TEEH TS ABEAEL13,0000U the third year in a row that the total number of construction units started has greatly decreased to less

B than 13,000 units.

2010-201 9 (=SB THEY

Number of Domestic Units Commenced Construction from 2010 to 2019

EBUgE| 25,000
22,726

No. of Units
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There is still a big gap between the completion volume and the forecast at the beginning of the year

REEZEMYEGLEEN AMIN(EEY 2R According to the Hong Kong Property Report — Monthly Supplement released by the RVD in 2020, the
&= — A4 2020F F)FEAIBIFAA{E  estimated private residential production in early 2020 is about 20,854 units. However, as of October

EEMELN 420,854 BEZE20205F108 2020, only 13,685 private residential units have been completed, slightly 12% higher than 12,176 units
SEEMNAAANEEEE 13,685 B AFE  inthe same period of last year, but still accounting for only 66% of the predicted completion. Among
BIER12, 176N B = 12% B E(LTERIZE R, them, class A B and C units account for 65-67% of the forecast at the beginning of the year, while class
EM66% - HPABRCEEMERELEY D and E of large units account for 54% and 55% respectively, which indicates that the developers of
FERAM T LA S KB IE65%E67% > DAE luxury housing units are worried about the current quiet market situation, and there is no vacancy tax
BARENADRA54%K%55% RS E pressure, so the completion progress is falling behind the overall.
BUSEERERFAST - MELEESE

ERMB EREERERE R

2017-2020FFANETEREELLH) - HEERIETR!

Composition of Residential Units Completed from 2007 to 2020 - By Class
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Source: Rating and Valuation Department
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From the perspective of the proportion of unit types, as of October 2020, the proportion of completed

units by area is basically the same as the forecast at the beginning of the year. It is worth noting that the
proportion of class B units with a practical area of 40m? to 69.9m? has increased from 30.4% of last year
to about 38.7%, while the proportion of class A units with a practical area of less than 40m? has
dropped, from 48.6% of last year's record high to about 43.4%. Under the new mortgage insurance
scheme, the upper limit of property price for high percentage mortgage units will be relaxed to HKD 10
million. To some extent, the first-time home purchase advantage of class A units will be shared by class
B units. It is estimated that the proportion of class B units will still have room to rise in the future
planning of new residential development, which will be reflected in the completion data one to two

years later.

According to the forecast of the RVD at the beginning of 2020, the number of completed private
residential units in 2021 will be about 18,924, and the supply in the New Territories will account for
about 67% of the total number of small and medium-sized units, mainly in Sai Kung, Yuen Long and
Sha Tin. However, due to the fact that the actual completion in 2019 and 2020 lags far behind the
government's forecast at the beginning of that year for two consecutive years, it is expected that this
part of the difference will continue to be postponed to 2021 or later. With the improvement of market

conditions, the completion in 2021 may increase, possibly reaching the level of 20,000.

2012-2020FFA AMEBEIRERME

Annual Completions of Private Residential Units from 2012 to 2020
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Private primary housing supply can still maintain the level of 20,000 to 30,000 in the medium and short term

EEH2020F 108 &MY BIRET Ak3-4
FE-—FRAEEHHEETTHENEMTR
#9H92,00000 Hrh @115 11,00018 258 R B
AHEMENA (ERIFER) 62,0008 2%
BRBESEMN CREAREM » 219,000
B B4ttt X O] B8 B 5 T Ay £ 3 (ith) o] B
fedsNEI

NZBBEETFNEERE BIN2013FE
017TEMWNETLMHBESEBLEF—
FATHER Z2017TFFH FERAPM
AEERBUNERFRRE-—FETE
fEE & & BI%998,0001E B i Wit 20184F
9B EBIFEE93,000k B AN FAAEE L
MWEER—FEETHEBABAE BRH
F—EMREF92,000F93,00000 K F > L F
ER0FF—ZFREBEFE—THIBENR
A ZE T A 52 HA ERZE 95,0001k Ko

According to the data released by Transport and Housing Bureau in October 2020, there are about
92,000 units that can be sold in the primary private housing market in the next three to four years,
including 11,000 unsold units in completed projects (complete but unsold units), 62,000 unsold units
under construction (incomplete and unsold units), and 19, 000 units from disposed sites where

construction may start any time (disposed land).

From the change of this data in recent years, due to the fact that the supply of private residential land
continuously exceeded the annual sales volume of primary housing from 2013 to 2017, the
accumulated disposed land, incomplete and unsold units and complete but unsold units at the end of
the year could provide primary housing units to reach the peak, i.e. about 98,000 units, and dropped to
93,000 units at the end of September 2018. Since then, due to the similar supply of private residential
land and sales of primary housing, the overall figure has remained at the level of 92,000-93,000 units. In
the past two years, due to the impact of the pandemic on the primary housing sales, only in the first

quarter of 2020 the figure has risen to 95,000 in a short time.

[RIR3-AFFANET—FhIBHRETE | SRS

Variation of "Estimated Private Housing Supply in Primary Market in 3-4 years"
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The latest figure is 92,000 units, but compared with the previous period, the proportion of disposed

land is relatively reduced, while the proportion of incomplete and unsold units and the complete but
unsold units is slightly increased, indicating that the amount of construction started during the period
slightly exceeds the amount of land supply. Meanwhile, the number of the complete but unsold units
increased from 10,000 at the beginning of 2020 to 11,000, an increase of 2,000 and about 22% over the
same period last year. It is believed that this year's pandemic and the cancellation of the vacancy tax on

primary housing have caused the developers to slow down the pace of sales.

The potential supply level of the 92,000 units will be apportioned over the next three to four years,
which is equivalent to approximately 23,000 to 30,700 units per year, and it is quite ample compared
with 15,000 to 20,000 units per year in recent years. In the short and medium term, the number of units
to be sold in the primary housing market should not have fault due to the insufficient land supply. The
details will still depend on the overall situation of the economy and the property market, as well as the

expectation of the developers and the sales strategy.

K3 -AFRANEB—FHIBMIETRET (2020F9H30R)

Estimated Private Housing Supply in Primary Market in 3-4 years (30 Sep 2020)
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View of Centaline Surveyors
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In recent years, the overall supply of land in Hong Kong is insufficient. In addition, the government has

shifted its focus to increasing the supply of public housing, and the land for private housing has
declined year after year. At the same time, due to the relatively negative market conditions, developers
have slowed down their paces, and the construction volume and completion volume have remained
at the same low level, thus maintaining a relative balance between the number of disposed land and

the number of incomplete and unsold units.

Although there will be no fault in the short term, due to the fact that the land supply is less than the
primary sales volume in recent years, there will be a downward trend in the next three to four years.

Coupled with the sharp decline in private land reserves, it is urgent to find land.
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Market review

2009F 22019 RENSHRMNELE
RHER BRES BB BRI R T
R s BB M E ) E N i F
2 EBNBEEREFUPENS 2L
B BERRRTFREBTHREARETSF
BUIRTE LB AR B S K EH2009F F
PRV RUEHER A BB LT E2019FF
PREE S BEES RS ELE

201828 Lith 3 B 5 B i FHR A B B
EERIE BB RREE EREAN
SFHBEE L TR E I o 20196 IR B Y
AEETHEE A BES REANDE
ERNEBOAESILRBE TR L
PP EESBEEA R SREBLAT
BESSRARMERE 20195 BB
GDPIA/1.2% B E12009 4 LUK E % 18
amE-

From 2009 to 2019, thanks to the long-term quantitative easing policies of various countries, the inflow
of international capital to Hong Kong, the continuous improvement of global economy and stock
market, and the increasingly close economic exchanges between China mainland and Hong Kong, the
business environment of Hong Kong has been significantly improved. Driven by these, the rental
market of Grade A office buildings in Hong Kong has entered a ten-year stable rising cycle. The overall
rental level has risen from the lowest point after the financial tsunami in mid-2009 to a historical high

in mid-2019, during which the rent has doubled.

In 2018, marked by the escalation of Sino-US trade disputes, the global economic and political
situation began to become turbulent, and the economic prospects of Hong Kong gradually revealed
uncertainty. The outbreak of large-scale demonstrations in mid-2019 has led to a significant decline in
Hong Kong's major economic activities, including trade, investment and retail sales. Coupled with the
escalation of the Sino-US trade war in the same period, Hong Kong's economy entered a technical
recession in the third quarter. In 2019, Hong Kong's GDP decreased by 1.2%, which was the first

negative growth since 2009.
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In the face of domestic and foreign troubles, the turning point of the rental market of Grade A office
buildings in Hong Kong has also quietly emerged. Social unrest has made Chinese and multinational
enterprises cautious about Hong Kong's economic prospects and business environment. The risk of
trade conflict between China and the United States, coupled with the devaluation of RMB, leads to the
further contraction of leasing demand of Chinese enterprises. Before that, share-space enterprises,
which invested a large number of office buildings, also began to encounter operational difficulties. In
the third quarter of 2019, the overall rent of Grade A office buildings decreased by 1.0%, and the decline
continued to expand to 1.5% in the fourth quarter, marking the end of the ten-year rise cycle of the

office rental market in Hong Kong,

In 2020, the spread of the pandemic in the world has made the global economy rapidly enter a deep
recession. And its impact on Hong Kong's office market, which has just entered the adjustment cycle,
is even worse. The deterioration of the business environment has made the rental demand of office
buildings continue to be weak, and the vacancy rate has increased significantly, which has further

softened the rent of Grade A office buildings.
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Regional rental performance under the trend of de-Central
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The business environment deteriorated rapidly after the pandemic. Based on the consideration about
the business prospect, reducing the rental cost has become an important factor for many enterprises.
Some enterprises have reduced the renting scale of office in the same district or delayed the decision
to expand the office. In addition, some enterprises located in the core area may accelerate the pace of
"de-central" which has lasted for many years, moving from Central/Sheung Wan/Admiralty in the core
area to non-core areas, and the rent difference between the two is undoubtedly the most important
driving force. Taking the data of the first quarter of 2020 as an example, the average rent level in Central
is about 2.3 times that of Hong Kong Island East and 3.4 times that of Kowloon East. In addition,
according to the research results of international institutions, the higher supporting facilities and

property quality of office buildings in non-core areas are also important factors to attract enterprises.

Under the trend of "de-Central’, the North Point/Quarry Bay area of Hong Kong Island East and the
Kowloon Bay/Kwun Tong area of Kowloon East are the two major non-core markets to attract
relocated tenants. In particular, Tai Koo Place commercial district in Quarry Bay, which has benefited
from the long-term rental strategy as well as the continuously strengthened community brand image
and business atmosphere in recent years, has attracted some enterprises and institutions from the
core area to settle in. As a result, the vacancy rate of Hong Kong Island East in 2020 is significantly lower
than that of other districts, which has driven the rental performance up against the market. According
to the statistics of the RVD, the average rent of North Point/Quarry Bay Grade A building in the third

quarter of 2020 is increased by 4.3% on a year-on-year level, which is the only area with rent increase.

RN FIEFIIHS = TEMBEITY - IRE

3-quarter Moving Average of the Average Rent of Grade A Office - by District
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NBERHENRNINRA T KEZLEBRES Although Kowloon East has also attracted a large number of relocated tenants in the core area, due to
BEHPFERNERT KEMERRAS FIEMH the increased number of new grade A office supply in the area and retail operators' offices in the area,
oM LteENERLTSEEETMAE B the rental demand has shrunk rapidly under the impact of the pandemic, resulting in a significant
IEEB THEBERNERELE S B/ increase in the vacancy rate in the Kowloon Bay/Kwun Tong area. The vacancy rate is the highest
FE—EHNEEXAR T EEXZ28E among several districts, and the rent support is relatively insufficient. In the third quarter of 2020, the
DEeEzdESN B IEETE. rent of Kowloon Bay/Kwun Tong a building fell by about 10.6% year on year.

2020F B =FNAE/RIEFEHE TR L
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IR/ FIRZ O @B AR AR ISR R — Due to a wave of rent withdrawal during the pandemic, the vacancy rate in the Central/Sheung Wan
IR B E2020F 1 1 A EBEXIZT8% core area was close to 8% by November 2020, nearly double the 4% level at the beginning of the year.
REVANKEFLFEE - HDETARS In order to improve the retention rate of tenants, some owners took the initiative to adjust the rent. As

HEEEXTHFEES ©PIR/ LIRIZ aresult, the rent level of central/Sheung Wan core area in the third quarter of 2020 decreased by about
DEE2020FE =FNHEKEREFR 14.3% compared with the same period last year, but the rent decline in recent months has a certain
DR TeRA14.3% B ENHESEES narrowing trend.
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There are more shared offices in Wan Chai/Causeway Bay and the impact of the pandemic on them is
also obvious. The vacancy rate in the area has also increased significantly. However, due to the
relatively small rent difference between the area and the non-core area, the rent adjustment of building
ais lower than that in Central/Sheung Wan, with a decrease of about 9.4% in the third quarter of 2020

compared with the same period last year.

In all districts of Kowloon, due to the concentration of many insurance companies and retail logistics
offices in Tsim Sha Tsui, as well as the number of shared offices in the district, their revenue and rental
demand are also affected by the pandemic. The rental level of the Grade A building in Tsim Sha Tsui

core area in the third quarter of 2020 was about 15.3% lower than that in the same period of last year.
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‘WFH's influence on rental market
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The implementation of WFH is a major market feature under this pandemic. At the beginning of the
pandemic outbreak, the Hong Kong government once implemented special work arrangements,
allowing most government employees to work at home so as to minimize the risk of the spread of the
pandemic in the community. Since then, during the peak period of the COVID-19, in order to reduce the
infection risk of employees and maintain business operation, many companies and institutions have
adopted similar measures to allow employees to work at home, which has brought WFH into the vision

of many employers.

Due to the poor overall economic situation, some enterprises began to evaluate the feasibility of WFH
normalization from the perspective of cost control, i.e. to adopt the rotation mode, maintain a certain
proportion of employees working at home for a long time, reduce the number of employees working
in the company, so as to save the required office space and reduce the rental expenses. If WFH
becomes normal in the end, it will reduce the rental demand of enterprises for office floor, and
profoundly change the current office market pattern. However, the question is, can this kind of work

system, which is still relatively new at present, have a higher popularity? Can it last for a long time?

From the perspective of employers, the efficiency of employees after starting WFH, as well as the
information security risk of home network and office equipment, will become the main considerations.
The former not only relies on employees' self-consciousness, but also needs the cooperation of
management system to follow up and supervise employees' working conditions at home in a timely
manner. The latter requires the enterprises to provide special office equipment, or arrange special
personnel to eliminate information security risks. In addition, most of the clerical work involves the
printing and annotation of paper, which may also need to be circulated or approved among different
employees and departments. Therefore, paperless office is necessary and requires corresponding
hardware, software and workflow. This requires enterprises to have sufficient funds and technical
strength to provide corresponding software and technical support. From this point of view, in order to
achieve a relatively perfect WFH, the early investment and hidden management cost involved are not

low, and perhaps only long-term WFH implementation can be more economic.

Centaline Surveyors Limited | 2020 Property Market Report | All Rights Reserved



CENTALINE

)
SURVEYORSE s

Nl

Office Property Market

WETAHERE  RPMAEMRIE 55T
SO EEWIRE L AES M TR LR
MEFRTEA TEMLET B HET
EAREEZER B TEREE R 7]
FEE B HEWFHRAY (B & ABIARE - ABE 1
& R R] BRI H —ERE BRI
BETE BRAEBERIRERER LU T
B EHWFHRER E BB R UEBE K
- WEHBREL BR2 BT DERE
MR —EREREZRAFTSEDIE
BERLIENE L.

REHFGRE RBENRARGE GRS
EEAENTF R MRARAKREET BIERAH
B BMERRERD AR EEE
A—EEB A RENEHREHEGEMA:
WFHIRBENERMRNBRF TIFES
PWRE CREGZHURBNEETERA
BETEISHNIFE EBEFAKBECHEER
ZANEBENERBIFRIIF RENER
BETROEEEEREMMERM T FE
MABESEFRE-MEINMETIFNEREA
Mk PREREZREARE THREST
RATENIEER.

From an employee's point of view, the working hardware facilities at home are not perfect, the space or
environment is not suitable for working, or subjectively think that it is difficult to concentrate when
working alone at home, or do not want work to invade the living space, and blur the boundaries of work
and life, which may be the biggest obstacles on WFH. The problem of working hardware facilities can
be gradually improved by a certain degree of subsidies provided by employers, but it is basically
difficult to change the limitations of home space and environment, as well as subjective acceptance of
WFH. Therefore, WFH should be carried out partly in the form of voluntary participation to consider the

employees whose home environment is limited or who think they are not suitable to work at home.

From the perspective of objective conditions, although the existing means of communication such as
video call and video conference greatly reduce the communication cost of telecommuting, there is still
a certain gap between the efficiency and body feeling and face-to-face communication. It can be seen
that even if the hardware and software are in place, the actual effect of WFH at this stage also depends
on the characteristics of the work itself: it is more suitable for the work that employees complete
independently in the office environment most of the time, but it is not suitable for the work that
requires more interpersonal communication or team cooperation. The existing means of long-distance
communication may have the defects of low efficiency of information exchange and high time cost. For
enterprises with both types of work, it may be necessary to adopt different work modes according to

the job characteristics of specific employees.
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Through the above analysis, it can be seen that to implement a complete WFH, enterprises or
institutions should have a certain threshold and early investment. For individuals, they need to
conform to their subjective will, and objectively, their work characteristics are more suitable. Although
there are many requirements, it is believed that there are many cases in Hong Kong that can meet the
conditions. At present, HSBC has made the similar flexible work arrangements permanent, while
Standard Chartered Bank has started to test the feasibility of this plan. It is expected that the early
implementation of WFH will be dominated by large-scale financial institutions, multinational
enterprises and high-tech Internet companies. It is also possible for the government to review the WFH
experience of the civil servants on a large scale and make it permanent in the applicable departments
S0 as to reduce public expenditure. If it turns out to be feasible, more and more enterprises will adopt
the WFH arrangement, and the form will be more diverse and flexible. The derived experience and

methods will also improve the practical value of WFH.

However, at the present, it still takes time for enterprises to prepare and accumulate relevant
management experience. The actual benefits of WFH normalization also need to be verified by local
examples. In addition, the scope of application is relatively limited, it is estimated that in the medium
and short term, the relevant trend will have little impact on the office market, and the market

performance will still mainly depend on the economic development of Hong Kong.
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It is worth noting that while multinational enterprises have assessed the current rental situation and
reduced the size of office buildings in Hong Kong, large financial institutions and banks such as China
Merchants Bank International, Minsheng Bank, Dongfang Finance and Tonghai Securities, as well as
Chinese funded science and technology enterprises such as ByteDance and Alibaba have expanded
the rental area against the market trend. In addition, there are many new renting cases involving

Chinese enterprise tenants from different industries.

The expansion of the scale of Chinese enterprises in Hong Kong reflects that they still have some
confidence in the business development in Hong Kong and look forward to more business
opportunities after the customs clearance of Chinese and Hong Kong returns to normal. The different
decisions made by Chinese enterprises and foreign enterprises in terms of renting may also be due to
the different views of enterprises in the two places on the impact of the national security law in Hong
Kong. In addition, the first recovery of China's economy also enables Chinese companies to have a
better revenue base than foreign companies, and the control of rental expenditure is not their primary

consideration.

After the reform of the listing system of the Hong Kong Stock Exchange in 2018, many Chinese
enterprises, such as Xiaomi and Alibaba, chose to list in Hong Kong. As the United States tightens its
regulatory standards on foreign listed companies, more and more American and Chinese concept
companies are seeking secondary listing in Hong Kong. In 2020, Netease, Jingdong and Yum China
were listed. Many new economy companies related to science and technology innovation, Internet,
media and medicine were also listed in Hong Kong. The trend of secondary listing in Hong Kong will
probably continue. As these companies become more familiar with Hong Kong's financial market, and
with closer ties between the Chinese and Hong Kong markets under the Greater Bay district plan, it will
help to attract more Chinese enterprises that need to set up a base in Hong Kong, and stimulate the
medium and long-term rental demand for office buildings in Hong Kong, Listing in Hong Kong itself will
drive the development of financial and professional services in Hong Kong and stabilize the rental

demand in the core area.
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In the short term, the trend of Grade A office rental market in Hong Kong will still largely converge with
the local economic situation. At present, the market generally believes that the local and global
economy will usher in a wave of recovery in 2021. According to the forecast of the International
Monetary Fund, if the pandemic is successfully controlled in 2021, the Sino-US relations have not
deteriorated, and the social order of Hong Kong is relatively stable, the annual GDP will rise by 3.9%, so
the overall rental market of Grade A building will still rebound under the optimistic situation. It is
expected that after the vaccine efficacy has been verified, it will rebound in the second half of 2021,

driven by the local economy.

As China's economy takes the lead in recovering, the RMB exchange rate is now at a new high of more
than two years, and the trend against the HKD is expected to remain strong. The cost of doing business
in Hong Kong will fall, further stimulating Chinese enterprises to enter Hong Kong. If the pandemic
eases and customs clearance between mainland and Hong Kong resumes, the rental demand from the

mainland may become an important driving force for the rise of Hong Kong's Grade A building market.
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In terms of the districts, due to the fact that foreign economic recovery still needs time, multinational
companies' rent related behavior will still be cautious, and the gap in rents in core and non-core areas
are still very large, it is expected that the de-Central for reducing rent expenditure will continue, which
is also the most important trend shaping the rent market pattern in different districts. Due to the high
vacancy rate and attracting demands requires time, the rent of the core area will still be under pressure
in the short term under the trend of de-Central, and the performance of Hong Kong Island East's rental
and vacancy rate will still be relatively low. Due to the small number of Grade A office buildings in the
Kowloon East in 2021, it is expected that the vacancy rate will decline due to the entry of enterprises in
the original core area. However, due to the high base of the current vacancy rate, the overall trend will
still be towards buyers with little incentive for rent to rise. With the reasonable preferential treatment
provided by the owners of the core area, the economic situation will gradually improve in 2021, and
considering the high decoration cost involved in the relocation, the trend of de-Central may gradually

slow down in the year.

In addition, although WFH has little influence in the short term, the shaping of office rental market
pattern still needs to be noticed. If the relevant trend becomes mainstream, the shrinkage of rental
demand caused by the reduction of floor demand may gradually expand in the next few years. At this
stage, we may need to pay attention to the actual performance of several institutions that have taken

relevant measures.
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2000 B BEB 20 AB T EIRIEE & In 2020, the epidemic has swept the world, Hong Kong and even the global economy is in a downturn,
RER PDEBEIXKRKENEBRERIEETISIR and the rental and investment markets of flatted factories are also under pressure along with the
EATMSE-OHE I8k  market. However, different from the depressed markets of office buildings and stores, thanks to a
BEFRAR DB ILIEMSESENZLIERNET number of favorable factors and its own market characteristics, the flatted factory market shows a

REUEAENTEEY TELIBIEE strong resilience and growth potential under harsh environments.
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Due to the double blow caused by the social movement in the second half of 2019 and the

re-escalation of the Sino-US trade war, the rent of flatted factories began to fall continuously from
August 2019 to January 2020. Since then, the property market sentiment hinged on the epidemic,
causing the rent of flatted factories to drop further. The rent index of flatted factories in March 2020 was
197.5, which was about 8% lower than that of the peak period. Since then, as rental demand has not
decreased but increased, the rental index of flatted factories rebounded in April, and has been steadily
rising for six consecutive months. By October 2020, it reached 205.3, which has basically returned to the

level at the beginning of the year.
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Source: Ratingand Valuation Department
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In terms of the annual rental transaction volume, according to Centaline Property Agency, as of

mid-December 2020, there have been 9,743 transactions in the rental market of factories temporarily,
which is about 26% more than the total of approximately 7,692 in 2019, reflecting the still strong

demand for factory rental under the epidemic.

An important reason why the rental demand of industrial buildings can buck the trend was that under
the epidemic, more companies endeavored to reduce rental expenses with the “location downgrade”
of offices. Companies previously in core office buildings may chose to move to non-core areas, while
some companies in traditional office buildings may further relocate part of their businesses and
departments to industrial and commercial factories, especially new-style factories after reconstruction
or renovation, thereby driving demand for rental of flatted factories and pushing up the overall rent in
the market. In fact, in many factories that have been reconstructed or reasonably renovated, the
internal facilities, decoration and even the appearance are are similar to that of traditional commercial
buildings, and they even have late-comer advantages in supporting new technologies such as 5G.
Although most of the factories are located in traditional industrial areas in Changsha Bay, Kwai Chung,
and Kwun Tong that are transforming into commercial areas, which means that the factories have a
little disadvantage compared to traditional office buildings in terms of location, but under the
epidemic, the unique advantages of such factories in unit area rents and property services are strong
enough to make a considerable number of companies that are relatively insensitive to location have a

keen interest in them.

In addition to the above reasons, the epidemic has also created some new industry demands in the
market. For example, the mask factories due to the shortage of masks in the early stage of the
epidemic, the takeaway food factories arouse out of the increase in the demand of takeaway food, and
the individual or team studios established under the boom of live broadcast and self-media internet
celebrities. The rapid development of the “epidemic industry” has brought new demand for related
factories and a more diversified tenant structure, which has also brought a support to the rental market

performance.
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Affected by the Sino-US trade war and the deteriorating economic situation in Hong Kong, the price of

factories fluctuated significantly in the fourth quarter of 2018, but there was no significant decline. Until
the outbreak of social movements in the second half of 2019, under the pessimistic atmosphere, the
number of monthly transactions of factories has fallen sharply, and the overall price has also been
lowered since June 2019. It has gradually stabilized at the end of 2019, during which the price fell by
about 9.7%. Entering 2020, the price of factories has not been significantly impacted by the epidemic,
and has remained unchanged with little volatility for several consecutive months. However, the volume
of transactions in the first four months has significantly reduced, at a low level of about 100, showing a
trend of decline in volume but a stable price. As some developers regarded the price adjustment
period under the epidemic as a good time to purchase factories with potential for reconstruction, there
have been many acquisitions of entire factories in the first quarter of 2020. Driven by large-scale cases
and the performance of factory rental which rebounded against the market, more investors began to
enter the market. Since May 2020, the transaction volume has rebounded significantly, and since then,
the monthly transaction volume has fluctuated around 200. In August 2020, the epidemic worsened
again, which make the investment market sentiment deteriorate again. The price index of factories
showed a clear downward trend for the first time this year, but just a relatively limited decline.
According to data from the Rating and Valuation Department, as of October 2020, the price index of

flatted factories was 803.7 points, with only a 4.5% drop from the beginning of the year.

FAASEREFITHIEOIEE

Market Yields of Private Flatted Factories
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In terms of annual transaction volume, according to data from Centaline Commercial, as of December

16, there were about 2,228 factory transactions in the market, involving a total amount of about 20.5
billion yuan, a decrease of about 25% and 48% respectively from 2019. Both the number of
transactions and the amount of transactions fell, and the amount fell more significantly, reflecting the
more cautious attitude of the investment market, and indicating that most investors paid more

attention to the low-priced and high-return flatted factories.

On the whole, in 2020, the flatted factory showed a good resilience in the investment market, which
was even more outstanding than other non-residential properties such as office building and store.
That was because factory could still keep a relatively good performance in rental during the epidemic,
and with the lower price per square foot, its rate of return was more advantageous than other types of
properties. It is better for long-term investment and holding in the current negative market conditions.
On the other hand, benefiting from the revitalization policy introduced in 2018, developers or investors
can rebuild or renovate factories in installments or exempt from premiums. For some factories built
before 1987, the plot ratio was allowed to relax by 20%, which greatly increased the development
potential of related properties. Moreover, the value-added range and investment returns of most of the
renovated factories were quite satisfactory, which undoubtedly made factories more attractive to

investors and developers.
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Factory market has potential for appreciation
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Against the background of Hong Kong' s economic contraction in 2020 and the bearish market of

non-residential properties, factories were quite promising in both the rental market and the investment
market, showing a strong resilience. Since the global epidemic situation is still not completely clear,
and the economic recovery still needs time, coupled with the Sino-US trade conflict and local social
movements have not yet been completely calmed down, market risks will still continue in the short
term. Therefore, in the non-residential property market, the rental market for factories is still accepted

with good prospects.

In 2020, the government twice reduced the burden on non-residential properties, that is, in August, to
relax the mortgage ratio for non-residential properties, and to abolish the double ad valorem stamp
duty for non-residential properties, which laid a better policy foundation for the performance of the
investment market of factories in 2021, and was conducive to promoting the transfer of factories. The
second round of the Revitalization of Industrial Buildings Policy (Revitalization of Industrial Buildings
2018) increased the reconstruction potential of some factories and also increased the incentives for
developers to rebuild factories. The pilot plan for levying premiums on the “standard amount”
proposed in this policy implementation report is expected to be launched in early 2021. It will also
speed up the revision of contracts on applications for factory reconstruction, and further promote the
reconstruction of factories, which may further accelerate the pace of acquisitions by investors and

developers.

Under the above-mentioned positive factors and the expectation of the easing of the epidemic, it is
expected that the rental and sales of factories will rise steadily in 2021. The transaction and rental
volume will increase by 20% and 10% respectively, and the rent and sales prices will tend steadily to a

good prospect, with an increase of 10%. And it is unlikely to rise to historical highs in the short term.
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Good Prospects of Data Center
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Among the non-residential land successfully sold by the government this year, the Fo Tan industrial

land purchased by China Mobile was the one most eye-catching. The investment amount was 5.6
billion yuan, and the floor price was nearly 6,000 yuan per square foot. Both the total amount and the
price per square foot have reached new highs among industrial land. In the future, it will develop into
a data center. In addition, Garmin Group also acquired two pieces of industrial lands in Fanling for the
establishment of data center, at a price of HK$188 million and 168 million, respectively, with a floor
price of approximately 1,900 to 2,000. All this means that major data operators are optimistic about the

development prospects of data center and have begun to take action.

The epidemic in 2020 has deepened the dependence of individuals and enterprises on online services.
Individual’ s purchase on e-commerce platforms and food takeaway platforms, or companies’ data
transmission, video conferencing, paperless office, cloud storage for business expansion, big data
analysis, Internet of Things under the trend of WFH, all these various requirements of online services
will become more and more popular in the foreseeable future. And the new generation of high-speed
communication technology represented by 5G has greatly increased the upper limit of data
throughput of mobile devices, and the demand for increasing data transmission speed and storage
capacity will usher in the next few years. The long-term market performance of the data center will be

worth looking forward to.
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Review on Overall Performance of Retail and Catering Industry

2020F ¥ BEEANEEREBHNITERmBET At the beginning of 2020, what the retail and catering industry in Hong Kong encountered was the most
BERIT TXREREAHRENRD  ErEE difficult start in the past decade. In addition to the social unrest caused by demonstrations and
RERNHZEEBRTE  PEBZER conflicts, the ongoing Sino-US trade conflict, geopolitical instability, and fluctuations in global financial
MAFE EBA TR RIS R T I5 8 markets, the unexpected epidemic of COVID-19 struck furtively. All this has caused the retail and
790 B ANIARI R R VT RIS 1B Y AHABE AR » catering market, which has been sharply shrinking in the second half of 2019, to suffer a new round of
L2I9F THFERBEZENNTERE  blows.

M5 BEEZ M —HAVITE.

MHER2019F THFNEEEmR= I Compared with the several negative factors in the second half of 2019, the impact of the epidemic of
TEHEmE NIRRT E B IR H AU COVID-19is even worse for both the consumption of foreign tourists and local consumption. According
BN ERSTUREEB 2 mMENE HNIE to relevant data, there is a relatively clear correlation between the sales performance of the retail and

WIERAEUE R E SEX LB EMEYEL  catering industry and the progression of the epidemic and related prevention policies against
RIBABBEEREENEEGREERA  epidemic

BRRERYAE R 1T o
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Total Retail Sales - Volume Index & Seasonally Adjusted Volume Index - By Month
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Performance of Retail Industry
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In the retail industry, in December 2019 and January 2020, thanks to the peak seasons during the

Christmas and New Year, there was a short-term rebound in total sales. After that, due to the outbreak
of epidemic in the Mainland in late January 2020 and the first case in Hong Kong, the number of
tourists to Hong Kong dropped dramatically to less than 200,000 in February. Even in the relatively
languished second half of 2019, the average monthly tourist number was around 3 million. It is not
difficult to see how severely the epidemic has hit the number of tourists. The drop in tourists to less
than 10% and the severe impact on local consuming desire caused the index of retail sales volume to
drop rapidly to 53.7 in February 2020, about 57% of the same period in 2019. In March, the epidemic in
Hong Kong worsened, and the government started the implementation of closed-off management.
The number of tourists to Hong Kong further dropped to tens of thousands, resulting in almost
negligible foreign consumption in the months afterwards. Since mid-April, after the peak of the second
wave of epidemic, local consumer sentiment improved significantly, and retail sales rose to 68.5 in
June. In early July, the peak of the third wave of epidemic diagnoses came, which was more severe
than the second wave. However, after nearly half a year of trouble caused by the epidemic, consumer
sentiment has not fluctuated much, and retail sales have only dropped slightly. After August, as the
epidemic eased, the sales volume slowly recovered. As of September 2020, the retail sales volume for

the first nine months of 2020 was approximately 71% of the same period in 2019.

EREER / ESSHGERE BT RENEREHFIRFSUE

Visitor Arrivals by Country/Region of Residence & YoY Change of Total Vistor Arrivals
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Source: Hong Kong Tourism Board
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Performance of Catering Industry
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The epidemic has had a more serious impact on the catering industry. After the short-term peaks

during the Christmas and Spring Festival, as the epidemic further expanded, the government
introduced measures to restrict gathering at the end of March. As a result, the index of total catering
revenue from February to April 2020 was always at a low level of 58.9 to 62.6, which was only 57%-61%
of the same period in 2019. After the epidemic eased in mid-April, the government relaxed the
measures of “restricting gathering” in early May. Therefore, the index of total catering revenue in May
and June rebounded sharply to 75.4 and 82.2. However, the epidemic in Hong Kong deteriorated again
afterwards and the government twice tightened the measures of “restricting gathering” in July, leading
to a rapid fallin the index from July to September. As of September 2020, the total catering revenue for

the first nine months of 2020 is approximately 70% of the same period in 2019.

REGWSHHERH - 5B

Volume Index of Restaurant Total Receipts - By Month
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Overall, when the retail industry faced the peaks of the epidemic in the first half and the second half of
the year, the market’ s responses were significantly different. In the second half of the year, public
sentiment was significantly more stable, and the sales amount has been relatively limitedly affected by
the worsening of the epidemic. However, for the catering industry, because diners were required to
wear masks and had to stay in confined spaces and crowded spaces, the public have generally been
wary of that. Coupled with the measures of “restricting gathering”, the reception capacity of the
catering industry and dinning time have been greatly reduced. Therefore, it can be seen that its overall
income is more related to the progression of the epidemic. When the epidemic was severe in the first
and second half of the year, both had significant declines. However, when the epidemic eased in the
second quarter, the catering industry rebounded significantly. From the perspective of industry
revenue, the retail and catering industries have little difference. The amounts in the first three quarters
are respectively about 70% of the same period in 2019, that is, about 30% of the market has shrunk

under the epidemic.
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Change of Value Index of Restaurant Receipts - By Type of Restaurants
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Review of Retail Market

BD018FEMURINREITIZE LT ARG LM E Different from the synchronous and steady rise before 2018, there are certain differences between the

NS EEBENEBRBSIESESE—  trendsof price and rental index of private retail buildings in the past two years, indicating the difference
EEE NN ETEAEFETENE T, between the focuses of the investment market and the rental market.
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Private Retail - Rental and Price Indices
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Investment Market
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Investors in commercial stores are more concerned about long-term benefits and are more sensitive to

changes in the medium and long-term economic situation and rental yields. Therefore, at the end of
2018, a period of the escalation of the Sino-US conflict and the global economic uncertainty, the sale
prices of private retail buildings took the lead in adjusting. In the first half of 2019, benefiting from the
easing of Sino-US relations and the improvement of the economic situation, there was a short-term
increase in both volume and price. But in the second half of 2019, affected by social events, both
volume and price quickly turned into a decline. Until the fourth quarter of 2019, the social atmosphere
was relatively moderate. Although the transaction of stores was still sluggish, some investors still had
confidence in the long-term trend of stores, and seized the opportunity to purchase stores in core areas
with development potential and high-quality stores in the livelihood area at low prices, which pushed
up market prices. This has led to a decline in volume but rise in price in the market since October 2019,

which continues until the low season of the Spring Festival in 2020.
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Market Yields of Private Retail Properties
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The number of confirmed cases in Hong Kong increased significantly in March 2020. After the

“closed-off management” was implemented, the number of tourists has almost reduced to zero,
causing the market sentiment to fall into a wait-and-see attitude. Price began to fluctuate, but the
transaction volume rebounded due to the end of the off-season. After that, the epidemic relapsed, and
some owners remained bearish on the market and decided to sell properties at a discount to cash out.
Some investors took the opportunity to purchase some high-return stores to collect rents, resulting in
the number of sale contracts staying at a low to middle level of around 1,500. HKMA raised the
mortgage ceiling for industrial and commercial stores in August, and the market looked forward to the
further relaxation by government. As a result, there was a short-term surge in volume in the store
market in September. As most owners who own properties in core areas maintain a moderate
mentality, they still preferred to reduce rents to attract tenants rather than sell properties at a reduced
price. So there were very few transactions in core areas, and store sales were almost in low-priced
stores in non-core areas. The overall market prices were still falling, resulting in a rise in volume but a

fallin price.
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Retail Properties - No. of Rental Transactions
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Rental Market
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As the fundamental support of store rent is the profitability of store tenants, the rental market is closely

related to the performance of the retail and catering industry. In the second half of 2019, when the
number of tourists was sharply reduced by social movements, some stores in the core areas had to be
closed early or closed all day due to the impact of demonstrations. So the shops in the core areas,
which mainly relied on tourist consumption as the main source of income, bore the brunt first, and the
cases of rent reductions and tenancy surrender have rapidly increased, which has driven the rent index
and rental transaction volume to decline continuously since July 2019, and only rebounded briefly
during the peak season of the Christmas in December. Entering 2020, the epidemic has led to a further
decline in rental transaction volume, and the rental index has continued to fall until April. Later, as the
epidemic eased and the third wave of epidemic peak approached, the rent index rebounded before
August and then fell again. It is worth noting that after September 2020, rental market brisked up
instead, with an increase in volume and a decline in rent. It is believed that that is related to the
re-stabilization of retail sales and the accumulation of a certain amount of adjustment in rent before. As
of October 2020, the index of retail rent was only reduced by about 14% compared with that in the peak
period in February 2019, which was far below the nearly 30% actual market shrinkage in the retail and
catering industry, indicating that the owners still kept a rental-holding psychology, which led to a

certain degree of resilience and lag in rent changes.
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Against the negative background of social turmoil in the second half of 2019, the epidemic in 2020 has

dealt a heavier blow to the rental of stores in the core areas. Due to the fact that there were almost no
tourists coming to Hong Kong at the beginning of the year and the uncertainty in the international
epidemic situation, after many international and local retailers predicted that the number of tourists
would be unlikely to recover in the short term, they quickly cut related businesses, which has led to a
tide of closure of luxury stores, famous stores, chain cosmetics stores, and pharmacies that were
previously popular in the core areas. Vacancy rates in the five core consumer areas, including Central,
Wan Chai, Causeway Bay, Tsim Sha Tsui and Mong Kok, surged to new highs again and again. In order
to alleviate the pressure caused by vacancy, the owners of properties in the core areas took their own
actions. Most owners have made concessions in rent, and the rents in some areas have been reduced
by more than 50%, prompting some merchants engaged in the people’ s livelihood industry that have
been less affected by the epidemic to return to the core areas after many years. From time to time, there
were news of many local consumer-related stores, including restaurants, supermarkets, sporting goods
stores, snack shops, settled in the core areas. While lowering rents, some owners attracted tenants to
rent quickly in the form of short-term rental. The rental period was mostly 3 to 6 months. And the target
tenants were those with a wide range of customers and greater flexibility in site selection, such as bulk
warehouses, digital accessory shores, and clothing shops. In addition, in the core areas, a number of
large-scale stores previously rented by international fashion brands as flagship stores were divided by

the owners for several tenants to take over after the former tenants stopped renewing the leases.

The people’ s livelihood area has also been affected by the epidemic, but due to the relatively stable
local demand, the performance was far better than that of the core areas. The disparity between the
people’ s livelihood areas and the core areas has further enlarged since the second half of 2019. It is
worth noting that citizens kept a more prudent consumer sentiment. As citizens were self-quarantined
against the epidemic at home, the demand for daily necessities has increased. People’ s livelihood

stores represented by daily department stores and supermarkets have expanded against the trend.
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New Consumption Trends Under the Epidemic
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In 2020, the severe anti-epidemic situation forced citizens to maintain social distancing and reduce the
frequency of going out. As a result, offline consumption has drastically reduced, which has promoted
consumers’ attention and dependence on online shopping and other online-related services. Some
brick-and-mortar merchants have also noticed this trend of the transformation of consumer model
and have stepped up the promotion and operation of online businesses, which has also contributed to

a variety of new trends in the retail and catering industry in 2020.

Rapid Growth of Takeaway Service Platforms

Due to the regulation on the number of people and the prohibition of dine-in under the restriction on
gathering, the offline passenger flow of the catering industry has been greatly reduced. Many
restaurants turned to food delivery and takeaway business, or directly cooperated with online
platforms. Many citizens also reduced the frequency of going out due to fears about the epidemic.
Some of the consumers who have a need to eat out gradually developed a habit of taking food away.
Driven by the dual demands of merchants and consumers, major food delivery platforms in Hong
Kong, such as Deliveroo, Foodpanda and Uber Eats, have made a significant growth in business. Take
Uber Eat as an example. As of November 2020, the number of its users has reached nearly four times

that of 2019, and the number of food delivery staff has increased by more than four times.
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Rise of Local E-commerce Platforms

Hong Kong is smallin size, dense in population, and convenient in transportation. There a complete
variety of goods in physical stores, and there is no mainstream electronic payment method that has
been fully popularized offline. So for many years, the online shopping rate in Hong Kong has been
lagging behind that in the Mainland. Under this epidemic, as physical stores have shortened
business hours or even closed completely, and consumers have taken the initiative to reduce going
out, the frequency of purchasing daily necessities on local online shopping platforms has gradually
increased, which has promoted the rapid growth of businesses of related platforms. Forexample, the
most representative platform in Hong Kong, HKTVmall, saw a significant increase in turnover of
114.2% in the first half of 2020, turning the group back into profit for the first time. The consumption
by new customers only accounted for about 16.3% of the total merchandise transaction volume of
orders, that is, most of the business growth of HKTVmall came from the regular customers attracted
in 2019 or before. As more new users are attracted in the future, the growth potential will be even

greater.

Increase in Online Events Held by Offline Retailers

Traditional retailers rely on physical stores to attract crowds into the stores. Under the epidemic, the
flow of people on the streets and shopping malls has been greatly reduced, so that they had to strive
for transformation in the crisis, and it has become the choice of many traditional retailers to strive for
broader exposure and wider sales channels on the network platforms. Bonjour, a well-known
cosmetics chain store brand in Hong Kong, was actively expanding its business from offline sales to
online, carried out electronic transformation. Besides, it conducted promotion and online retail on
local, inland and overseas e-commerce platforms, and trained frontline sales personnel to become
online KOLs, trying to increase exposure to young people in many places through live e-commerce
and broaden sales channels. The feedback was relatively satisfactory. Online sales in live broadcast

have accounted for 10% to 30% of overall sales.
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Investors are cautious, and the trend of the epidemic is the most critical
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At this stage, the progression of the epidemic has a decisive impact on the three major issues of
whether local social distancing measures such as restriction on gathering will be relaxed, whether
customs clearance between China and Hong Kong and between the world and Hong Kong will be
resumed, and whether economic activities in countries around the world will be restored in 2021.
Therefore, it has a fundamental impact on local consumption, foreign consumption, global logistics
and even the long-term economic trend of Hong Kong. It will be a decisive factor in the store rental and

investment market in 2021.

At present, all countries and regions except China have failed to effectively control the epidemic with
quarantine and isolation measures, which means that vaccine will be the only way to control the
epidemic worldwide. At present, Pfizer vaccine has been vaccinated in many countries in Europe and
in the United States, and will also be vaccinated in Hong Kong until January 2021 at the very earliest.
According to the most optimistic forecast, Hong Kong is expected to finish universal vaccination before
the end of 2021, and the epidemic will gradually ease during the spread of vaccine, and then customs
clearance between China and Hong Kong is expected to resume. According to government statistics, in
2019, the shopping consumption of mainland tourists accounted for about 25.3% of total retail sales
and the consumption of catering outside the hotel accounted for about 18.2% of Hong Kong’ s total
catering revenue. However, because it is generally believed that it will take time for the number of
mainland tourists to recover, it is predicted that the number of mainland tourists will recover to only
about 60% of the number at the peak within six months after customs clearance. Coupled with the
recovery of local consumer demand, it is estimated that the total sales of retail and catering industry in
Hong Kong will rebound by 15% to 25%, roughly recovering to 80% to 90% of the average level before
2019.
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Proportion of vistor's spending on shopping in total value

of retail sales in Hong Kong
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Based on the above optimistic assumptions, the level of store rent will also recover with market

conditions. However, due to the relatively lagging and gradual changes in rents, it is expected that the
rebound will not exceed 15% in 2021. Benefiting from the hope for the recovery of tourist consumption,
the rebound in the core areas may be greater. In the investment market, under the background of low
interest rates and the cancellation of double stamp duty on commercial and industrial stores, the
overall price of stores will also rebound rapidly due to rent recovery and improved market sentiment,
and the core areas will be favored. However, as geopolitical tensions between China and the United
States will continue, it will take time for the global economy to recover, and political disputes in Hong
Kong have not completely subsided, so even if the epidemic improves significantly, the investors will
still remain cautious, resulting in the relatively limited recovery of retail prices. According to estimates,

the overall price increase of stores in 2021 will not exceed 10%.

In addition,due to the mutation of the new coronavirus in many countries, the effectiveness of existing
vaccines remains to be seen. Some types of vaccines are difficult to store and transport, and some
people in Europe and America resist vaccination. Therefore, the global promotion of vaccines may be
slower than planned. If the progress of the plan to control the epidemic with vaccines is significantly
hindered, considering that the retail and catering industry is now completely supported by local
consumption which is relatively stable, it is expected that the total sales of the retail and catering
industry will not drop much from the current level. However, as the retail and catering industry sales
under the epidemic have fallen by about 30% compared with the high level, and the rent has only been
reduced by about 14%, it is expected that there is still room for at least about 15% reduction in overall

retail rent, and the trend will depend on the duration of the epidemic and the overall market sentiment.
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Proportion of vistor's spending on meals outside hotels
in total restaurant receipts in Hong Kong
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Transferring to Online Stores and E-stores May Be the Long-term Development Direction
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Affected by the epidemic, more local consumers made their consumption through online channels
such as food delivery and online shopping. Many merchants were also actively developing related
businesses or cooperating with platforms, promoting the rapid development of related platforms. As
citizens’ consumption habits have gradually developed, it is expected that even after the epidemic is
over, the general trend of gradual popularization of online consumption will continue, accelerating

transformation of the retail market.

Some people believe that online shopping and e-commerce may pose a huge threat to traditional
retail, further reducing the retailer’ s demand for physical stores. But the relationship between online
and offline is not a simple substitute relationship or competition relationship. In fact, for the retail
market in Hong Kong, the two are more likely to be complementary to each other. One of the major
advantages of the traditional retail industry in Hong Kong is that because Hong Kong is small in size
and convenient in transportation, most of the products can be easily obtained in physical stores within
a reasonable time. Therefore, local citizens did not rely heavily on online shopping and delivery
services before. With the current trend of online shopping, traditional retailers can develop online
business or cooperate with existing platforms to help potential customers search for the desired
products more quickly, so that they can decide whether to go to the store to experience the products
or make an order directly online. In this way, both the advantages of information exposure and
information retrieval of the Internet and the advantages of product experience in physical stores can be
exploited to the full, and the sales methods of online, offline and logistics can be integrated. Therefore,
it is more likely to become the mainstream of the development of the local retail market in Hong Kong.
And the same is true for catering stores. Actually, although Deliveroo itself is an online takeaway
platform, it has also recently opened a physical store, “Deliveroo Kitchen”, as a super central kitchen
for takeaway and self-pickup. HKTVmall, which has been focusing on online business before, also
began to actively establish physical stores in 2020 and implement the strategy of 020. It can be seen
that the combination of online, offline, and logistics has a promising future in the retail and catering

industries.
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BE—FEH BHRZEEFRIITINETE But on the other hand, the major or even the only channel for traditional retailers to attract customers
IhEW—REERAER/EMm Bt is the physical storefront. As a result, the store location is regarded as a decisive factor in passenger flow
EfEIER AT B RE MIHEXRBEHNRATE and sales performance. The online platform provides a virtual store that attracts customers on the
MEZ MG L FaEEREE—EIAE Internet, which can relieve retailers’” dependence on the location of physical stores to a certain extent.
FebRmEREMm —ERE FERTEE For some retailers who enjoy better online promotion and exposure, the issue whether it is necessary
HMEHNER/EHAEENAIRBE B to relocate their stores from a more core area to an easy-to-reach but relatively non-central location has
DR FHEERBILAERENEER B/S5HE come under debate. In this way, while maintaining the online passenger flow, the rent expenses of
HEzO @ BREREZNEIZE BR% physical stores can be greatly reduced, which is more cost-effective. However, for some traditional
RO B NEEEEE B - BAIEE L retailers that sell daily necessities or have a relatively wide customer group, the flow of pedestrians in
MR MEE o] KIZEMESEEHES front of physical stores still plays an absolute dominant role, and thus online platforms have relatively
THORHEANGE AMERBHLEHEH little influence on site selection.
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As an internationally renowned “shopping paradise”, Hong Kong has advantages in its retail industry

in terms of products. Here, brands and products are very rich in variety, and strict regulatory standards
ensure product quality and authenticity. Moreover, as a duty-free port, Hong Kong’ s product prices are
also extremely competitive. Besides, Hong Kong can provide a wide range of business and legal
professional services and has accumulated many years of experiences in internationalization. These
advantages make Hong Kong' s retail industry still have potential and competitiveness in the era of
e-commerce and new retail. The implementation of policies in the Greater Bay Area, as well as the rapid
development of online shopping platforms, mobile payments and cross-border logistics have
provided the retail industry in Hong Kong with a good opportunity. The retailers in Hong Kong can take
advantage of their own product advantages and their years of accumulative experiences in retail
management, in online operations such as live webcast and shopping on the online platforms, to
further get products and services into the mainland market and expand market channels and the range
of customer groups with the Greater Bay Area market as a springboard. The one-stop platform of
“GoGBA” proposed in this policy implementation report also shows the Hong Kong government’ s
intention to strengthen assistance to Hong Kong companies to expand the mainland market. In the
long run, Hong Kong retailers need to keep awareness of unexpected development and make effort to
change in order to remain competitive in the ever-changing market situation in recent years. Just
imagine, if mainland consumers can enjoy Hong Kong' s high-quality and inexpensive products of
international brand by simply tapping on their mobile phones, why must they go to the core shopping
areas? Does this mean that the prosperity of the core shopping areas in the past can be a support for
the development of Hong Kong retailers’ online business in the Mainland with the high expectations

by us?
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