
MarketView
Hong Kong Industrial

F I R S T  Q U A R T E R  2 0 0 6

QUICK STATS

Change in
Q4 05

Change in
Q1 06

WAREHOUSE

Demand

Supply

Rents

Vacancy Rate

INDUSTRIAL/OFFICE

Demand

Supply

Rents

Captial Values

FACTORY

Demand

Supply

Rents

Capital Values

www.cbre.com.hk

The latest government figures on GDP

and external merchandise trade

confirmed 2005 to be a year of broad-

based economic upturn. Overall GDP

y-o-y growth for 2005 was registered at

7.3% in real terms. In particular, the

buoyancy in exports

contributed much to

this 2005 GDP growth

in that the total exports

(comprising re-exports

and domestic exports)

recorded y-o-y growth

of 11.2% in real terms

in 2005. Meanwhile,

given that the external economic

environment remained largely supportive,

the value of total exports, for the first

quarter of 2006, rose by 12.1% y-o-y,

and the value of re-exports was noted to

have increased y-o-y by 10.7% over the

same period. Concurrently, the value of

domestic exports surged by 38.7%,

indicating distinct increases in exports of

clothing items and office machines,

according to remarks made by the Census

and Statistics Department.

While no new REITs were listed in the first

quarter of 2006, the positive sentiment

generated by earlier launches did not

diminish, leaving the market speculating

over potential REITs in the pipeline as it

kept a close eye on the acquisition of

industrial properties within the period

under review. Mapletree Logistics Trust

was an early mover in 2006 with its

various acquisitions within the first quarter,

More local investors are following
the path of the institutional players

in acquiring en bloc industrial
properties, thus providing support to
the capital values of these premises.
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including a cluster of floors in two

warehouse buildings held by the Ever

Gain Group in Shatin for an aggregate of

$1.08 billion and its purchase of Pressfield

Centre in Fanling for $113 million. These

investments acted to further buoy the level

of optimism held by

the market with

regard to industrial

real estate. Indeed, it

is becoming apparent

that growing numbers

of local investors are

following the path of

institutional players in

acquiring en bloc industrial properties,

thus providing added support to the level

of capital values witnessed in the sector.

Meanwhile, properties in the highly sought

after warehouse segment, particularly

those acquired earlier by institutional

players, were noted to have registered

substantial rental hardening, fuelling

improved yield return. As the new yield-

driven owners had acquired these

properties at a premium in lieu of the

expected capital appreciation, and in view

of the current shortage in supply which will

support high rentals in the market, it is

very likely that in the long run, the logistics

users in these properties would inevitably

have to pass at least part of the rental

burden onto the shoulders of their

customers. The rise in operational cost

incurred from surging rentals in Hong

Kong warehouse properties may have a

dampening impact on the future prospects

of the logistics industry of the SAR.



ECONOMIC INDICATORS

Property Floor Location Type Size Gross Rental
(sf) (HK$ psf

per month)

Lu Plaza 12/F Portion & 18/F Kwun Tong I / O 30,000 12.00

ICI Container Building 7/F & 8/F Kwai Chung Warehouse 37,690 3.80

Lucky Industrial Godown Building Unit B, 13/F Kwai Chung Warehouse 11,000 3.00

Westlands Centre Units 7 & 8, 17/F Quarry Bay Industrial 4,516 8.20

Luks Industrial Building En Bloc Tuen Mun Industrial 189,920 2.20
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SELECTED LEASING TRANSACTIONS IN 1Q 2006

Property Floor Location Type Size Price Price
(sf) (HK$ Million) (HK$ psf)

Shatin Industrial Centre Block A Unit 8, G/F Shatin Industrial 6,857 16.00 2,333

Shing Dao Industrial Building 10/F Aberdeen Industrial 13,974 10.10 723

Safety Godown Industrial  Building 2-4/F Chai Wan Warehouse 114,910 68.00 592

Sheung Shui Plaza Block A 1/F Sheung Shui Warehouse 29,901 17.00 569

Riley House 16/F Kwai Chung Industrial 48,468 28.90 596

Fook Cheong Building 3/F Kwun Tong Industrial 10,490 13.50 1,287

Enterprise Square Two Units 6-8, 23/F Kowloon Bay I / O 4,672 14.00 2,997

Westley Square Unit 1, 19/F Kwun Tong I / O 4,646 14.23 3,065

Wilson Logistics Centre En Bloc Kwai Chung Warehouse 281,286 243.00 865

SELECTED SALES TRANSACTIONS IN 1Q 2006
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WAREHOUSE

FACTORY

INDUSTRIAL/OFFICE (I/O)

The sustained bullish performance of export trade in general

provided support to the rental growth of warehouse properties as

logistics players are still seeking space to cater for their expanding

operations. However, in view of the surging rentals, some tenants

opted to put their expansion plans on hold, which contributed to a

slight rebound in warehouse vacancy figure from 2.1% in the last

quarter to 2.4%. Nevertheless, such a correction should be short-

term, given the squeeze on supply. Meanwhile, as capital values of

warehouses had earlier appreciated to a relatively high level, the

rate of appreciation corrected moderately in the first quarter,

resulting in a boosted yield of 8.8%.

With the across-the-board hardening of rentals in Hong Kong's office

market, I/O facilities are increasingly being considered as a feasible

alternative by office occupiers in that their quality and rentals are

generally very favourable in comparison with Grade A offices in

decentralised areas. As a result of the current office squeeze, I/O

properties are benefiting from the knock-on impact of upward

pressure on rentals in Hong Kong's office sector, which is driving a

flight-cost-savings across the market. The impact of these relocation

moves on I/O properties became particularly apparent within the

first quarter given that many office leases, signed in the midst of the

SARS outbreak three years ago, came up for renewal. As a result,

demand in this segment fuelled I/O rental and capital value growth

of 8.5% and 7.6%, q-o-q, respectively.

On the back of the Lunar New Year holidays the first quarter is

traditionally a quiet period. However, strata industrial sales

remained active at the start of 2006 as the market still registered a

number of notable transactions. Examples of noteworthy transactions

included Unit 8 on G/F of Block A of Shatin Industrial Centre in

Shatin for about $16 million (i.e. $2,333 psf) and the sale of 3/F of

Fook Cheong Building in Kwun Tong for a consideration of $13.5

million (i.e. $1,287 psf). However, as the growth in factory capital

values outpaced rental appreciation, average yield contracted by 0.4

of a percentage point, unlike the other two industrial sub-sectors that

registered a rebound in yields within the same period.

Warehouse Rental and Capital Value Indices Industrial/Office Rental and Capital Value Indices

Factory Rental and Capital Value Indices

EN BLOC & SITE TRANSACTIONS

The buoyancy in industrial en bloc sales was carried forward to

2006 with six notable transactions registered in the first quarter.

Four of these six transactions involved buildings in the Tsuen Wan/

Kwai Chung prime industrial area. As in previous quarters,

institutional players played a major part in heating up the en bloc

sales market with Macquarie Goodman kicking the quarter off with

their latest industrial acquisition for Wilson Logistics Centre in

Kwai Chung for $243 million. Mapletree Logistics Trust

Management then acquired the Pressfield Centre in Fanling for

$113 million in March, setting a relatively high benchmark of $823

psf in the On Lok Tsuen market. Elsewhere, the market saw Keng

Sing Industrial Building in Kwai Chung sold to a local investor for

$38.7 million.

En bloc and Site Transactions
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©©©©©  2006 CB Richard Ellis, Inc. We obtained the information above from sources we believe to be reliable.  However, we have not verified its
accuracy and make no guarantee, warranty or representation about it.  It is submitted subject to the possibility of errors, omissions, change of
price, rental or other conditions, prior sale, lease or financing, or withdrawal without notice.  We include projections, opinions, assumptions or
estimates for example only, and they may not represent current or future performance of the property.  You and your tax and legal advisors
should conduct your own investigation of the property and transaction.

INDUSTRIAL PROPERTY
DEFINITIONS

WAREHOUSE:

This category comprises premises designed or

adapted for use as godowns or cold stores and

includes ancillary offices. Also, premises located

within container terminals are included. About 80

per cent of the stock is located in the New

Territories, with Kwai Tsing alone accounting for

40 per cent.

INDUSTRIAL/OFFICE:

This category comprises floor space in

developments with planning permission and lease

modification for industrial/office use and certified

for occupation as such. The stock was distributed

in 10 districts throughout the territory, with

predominance in Kwun Tong, Cheung Sha Wan,

Sham Shui Po, Kwai Tsing and Shatin, which

together accounted for 80 per cent of the total

space.

FACTORY:

This category comprises flatted factories and

ancillary office accommodation. This includes

flatted factory space with planning permission for

industrial/office use, but for which Government

lease modification has not yet been completed.

Also included in this category is strata-title floor

space with temporary planning permission for

industrial/office use and short-term waivers of

Government lease restrictions. It should also be

noted that much of the flatted factory space

completed  in recent years has been built to a

good standard with good finishes. Although many

factory buildings are occupied as offices,

showrooms, or a mix of these and light industrial

uses, they should be distinguished from buildings

with proper industrial/office status. A majority of

the stock was distributed in 4 districts, namely

Kwun Tong, Tsuen Wan, Kwai Tsing and Tuen

Mun, which accounted for 60 per cent of the total

supply.
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