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Investment Volume Falls to Lowest Level since GFC as COVID-19 Outbreak Hits Markets

Investment activity came to a standstill in Q1 2020, as the COVID-19 outbreak introduced new uncertainties to a market already 
weakened after months of social unrest in 2H 2019. Both the total number and investment volume of commercial property 
transacted over HKD 100 million each plummeted to their lowest level since Q1 2009. The total number of transactions fell 33.3% 
y-o-y to a level equivalent to about 25% of the five-year historical quarterly average (40). Investment volumes fell even more 
sharply, by 70.9% y-o-y, to HKD 3.19 billion, equivalent to just 12.8% of the five-year historical quarterly average.

Retail, already hard hit by the social unrest last year, remained the weakest link among all commercial asset classes as the 
COVID-19 outbreak delivered a double whammy to the sector. The closure of border ports in early February 2020 led to the 
steepest drop ever in Mainland Chinese tourist arrivals that month (98% y-o-y drop). As a result, retail sales suffered a record
plummet, led by a decline in jewelry & watch sales by 41.6% y-o-y. Transaction volume in the sector dropped by 35.9% q-o-q 
and 85.6% y-o-y, hitting a five-year quarterly low of HKD 280 million.

The office sector fared little better as investors remained extremely cautious in the face of rising availability and declining rentals. 
Investment into the sector fell to just HKD 442 million, down 76.2% q-o-q and 76.7% y-o-y. The quarter saw a few smaller 
vendors selling strata-title assets at reduced prices. Among such deals, a small unit in the low zone of Harbour Centre in 
Wanchai and a floor at the midzone of C-Bons International Centre in Kwun Tong were sold for HKD 127.0 million (HKD 32,287 
per sq ft) and HKD 129.0 million (HKD 10,600 per sq ft), respectively.

Compared to other asset classes, industrial property was less impacted in Q1, as investors continued to be attracted to 
redevelopment opportunities and relatively affordable pricing. Due to such factors, industrial assets accounted for 57.9% of the
total investment into commercial real estate in the quarter, totaling HKD 1.85 billion. Among the largest transactions were the 
purchase of two en-bloc industrial buildings, Centennial Building and Belle Tower, by First Group Holdings for a combined HKD 
1.43 billion. The buyer reportedly intends to redevelop the two buildings for industrial/office use with a total GFA of approximately 
260,000 sq ft.
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Office Capital Values Fall Sharply as Leasing Demand Drops Off

As the business outlook turned increasingly negative in Q1, a sharp drop in occupier demand and an increasing number of 
firms downsizing pushed net absorption into negative territory for the second consecutive quarter. Net absorption, which 
measured -525,000 sq ft overall in the quarter, pushed availability up to 10% and in turn drove rentals sharply lower. As the 
market fundamentals weakened, capital values posted steep declines in the quarter, continuing a downward trend that 
began in late 2018. Core areas continue to suffer the most with capital values in Greater Central, Wanchai/Causeway Bay 
and Greater Tsimshatsui down by 9.9%, 11.5% and 11.5% q-o-q, respectively, the largest quarterly decline since Q4 2008. 

Investment Outlook to Remain Mostly Bleak for Rest of 2020 as COVID-19 Weighs on Markets

Investors are likely to remain extremely cautious for the remainder of 2020 as the economic impact from COVID-19, both 
locally and globally, continues to grow. While some investors remain on the lookout for bargains, the strong financial 
position of many larger owners coupled with near-record low interest rates mean there will likely continue to be a gap in 
price expectations between the two, limiting the number of transactions.

Despite the slowdown, industrial property should continue to be a bright spot with investment activity in the sector expected
to remain relatively resilient. Alongside redevelopment opportunities associated with the Industrial Revitalization Scheme 
2.0, the COVID-19 outbreak has further boosted interest in data centers. With data centers seeing increased demand 
amidst an explosion in online shopping and remote working, investors may target aging en-bloc industrial properties for 
potential conversion. 

We also expect a shift in acquisition strategies to more defensive assets as investors seek to reduce risk amid this 
uncertain time. 
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PROPERTY LOCATION PURCHASER VENDOR SECTOR
PRICE 

(HKD BN)

Centennial Building, 
924-926 Cheung Sha Wan Road

Cheung Sha Wan/
Lai Chi Kok

First Group Holdings Li & Fung
Industrial
(En-bloc)

0.790
(~HK$5,500 psf)

Belle Tower, 
916-922 Cheung Sha Wan Road

Cheung Sha Wan/
Lai Chi Kok

First Group Holdings Belle Ltd
Industrial
(En-bloc)

0.640
(~HK$5,600 psf)

Minimal Hotel, 
179-181 Bulkeley Street

Hung Hom Local Inv estor IDEAL Group
Hotel

(En-bloc)
0.350

(~HK$13,500 psf)

Sandoz Centre, 
178-182 Texaco Road

Tsuen Wan
Cheer Yield Investment 
Dev elopment Limited

MF Jebsen
Properties Ltd

Industrial
(6-10/F+4 Carparking Spaces)

0.300
(~HK$3,900 psf)

C-BONS International Centre
108 Wai Y ip Street

Kwun Tong TBC COACH®
Of f ice

(15/F, Whole-floor)
0.185

(~HK$11,000 psf)
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