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In the second quarter, the Hong Kong
economy continued to grow buoyantly with
a GDP rise of 5.2% in real terms over a
year earlier. Benefiting from improving
employment conditions, economic growth
in the second quarter was supported by
positive domestic
consumption, which
further picked up 5.0%
y-o-y in real terms in
the second quarter,
slightly higher than the
4.5% growth in the first
quarter. Total exports
(comprising re-exports
and domestic exports),
meanwhile, rose by 6.4% in real terms in
the second quarter over a year earlier. It
is noteworthy that for the first eight months
of 2006 as a whole, the value of domestic
exports increased by a robust 20.3%
while the value of re-exports rose by
8.4%. It is expected that economic
fundamentals including the sustained brisk
expansion of the mainland's economy and
the recent pause in the US interest rate
up-cycle, in addition to resilient domestic
demand will underpin Hong Kong's
positive economic outlook for the near to

medium term.

In a continuation of the frend witnessed
during the previous quarter, the Hong
Kong industrial property market exhibited
a mild consolidation in the third quarter
but industrial property owners remained

optimistic towards the market, mainly on
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the back of limited supply of industrial
properties in the market, particularly high-
quality investment grade premises.
Industrial property landlords' optimistic
stance, in addition to increasing demand
for industrial properties, led landlords to
stand firm on asking
rentals and prices.
This phenomenon
fuelled increases in
industrial rents and
capital values across
all industrial property
sub-segments. This
rise was particularly
evident in Kwun Tong
district on the back of the recent news that
the Urban Renewal Authority has drawn up
plans to redevelop 5.3 hectares of land in
the district into a commercial and retail
hub, prompting landlords in the district to

further raise their expectations.

Although the Kwun Tong Town Centre
Redevelopment proposal does not cover
any industrial premises, industrial
landlords of the district consider that the
values of their properties will enjoy
substantial rises as the redevelopment will
further expedite the transformation of the
district from a traditional industrial area
into a commercial hub. Kowloon Bay, due
to its proximity to Kwun Tong, may also
experience an accelerated transformation
similar to that witnessed in Kwun Tong,
thereby reducing the future supply of

industrial properties in the two districts.
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MAJOR LEASING TRANSACTIONS IN 3Q 2006

Location Gross Rental
(HK$ psf
per month)

Tai Ping Industrial Park Block A 1/F Tai Po Industrial 13,972 4.20
TinsPloa nF ToenMon industiol 53000 320
| Meeco Industial Building woF Shafin ndustiol 12,626 360
NodHungToRood | Units 12813,26/F | kwnTong ndustiol 12,608 120
NodHungToRood | Units 12&13,35/F | kwnTong ndusiial 11,405 130
RieyHouse Units6&7,14/F  KwaiChung ndustiol 14,440 490
 Kwai Tk Industril CentreBlock 1~ UnitsA-D,7/F  KwaiChung ndustiol 12864 390

MAJOR SALES TRANSACTIONS IN 3Q 2006

Location Price Price

(HKS$ Million)  (HK$ psf)

No.1 Hung To Road Units 1-3, 35/F Kwun Tong Industrial 11,361 34.1 3,000
| UnionHing Yip Faclory Building UnitB,1/f  KwnTong  Industial 10964 115 1050
EvervinCente UnitsA&B,2/F  KwnTong  Industial 11,054 122 1,100
[ SubeomCentre | Unit3,8f  KwnTong  Industiol 11250 119 1,060
 SunkingFoclory Building UnitB,6/F  Shan  Industial 14514 133 09
PorMeeFacloryBuilding UnitsA&B,8/F CheungShoWen  Industial 11,541 133 1152
[ SunFungCenre Units687,1/F  KwaiChung  Industiol 13,638 141 1032
HongNgaiJewelry Centre ~~ Units8-14,8/F  TokwaWan  Industial 14,125 220 1560
[ SingDoolndustrial Building 9/F  Aberdeen  Industial 13974 120 | 859

ECONOMIC INDICATORS
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Container and Air Cargo Throughput
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Warehouse Rental and Capital Value Indices
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Owing to robust export performance, demand for warehouses
remained at a positive level, particularly those with large floor plates
and located close to highway networks. On the back of limited
warehouse supply, the vacancy rate fell to 2.5% in the third quarter
from 3% in the second. Warehouse properties continued in the third
quarter to offer the highest yields, at 8.1%, of the three industrial
property sub-sectors in Hong Kong. The relatively higher yields of
warehouses lured a growing number of investors to show strong
interest in acquiring warehouse properties within the period under
review but the limited supply of top tier properties in the market

acted to restrain transaction volume.

FACTORY

Industrial/Office Rental and Capital Value Indices
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Capital values in the I/O segment witnessed more restrained g-o-q
growth in the third quarter at 3.7%, as compared with 15.5% in the
preceding three-month period. Rentals, meanwhile, also registered
a more gradual g-o-q growth of 3.7%, in comparison to the second
quarter hardening of 4.6%. The slower rental and capital value
growth was mainly attributed to the boosted upcoming supply of
decentralised office space slated for the market. It is expected that
the significant quantum of new supply in the Kowloon office sector
will exert further pressure on |/O properties as tenants that
previously relocated to I/O buildings for cost-saving will have a
number of market options as new supply is forecast o result in

rental competition between landlords to secure tenants.

EN BLOC & SITE TRANSACTIONS

Factory Rental and Capital Value Indices
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Upbeat demand for factory premises for expansion purposes was
witnessed in the third quarter as factory users sought to secure
additional space to accommodate the growth of their operation. At
the same time, there were an increasing number of factory operators
observed as planning to expand their factories according to Building
Department records, as the number of factory expansion applications
approved by the department during the first eight months of 2006
saw a considerable spike to accommodate the growth in demand for
factory space in Hong Kong, a phenomenon largely attributed to
improved links with the mainland under the further expansion of
CEPA. Overall, acquisitions of factory space mostly involved smaller
areas, generally of less than 10,000 sf, as end-users rather than
investors, dominated the market.

© 2006 CB Richard Ellis, Inc.

En bloc and Site Transactions
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The industrial sales market was relatively quiet in the third quarter.
There were a total of four major en bloc transactions, involving a
total area of 493,258 sf and an aggregate consideration of $369.4
million. Among them, significant transactions involving larger floor
space included the acquisition of Shibusawa (Hong Kong) Building
in Tsuen Wan, with a total gross floor area of 190,000 sf, for a
consideration of $210 million, the equivalent of $1,100 psf. At the
same time, Hing Wai Ice & Cold Storage in Aberdeen, offering a
total gross floor area of 200,000 sf, was sold for $70 million, or
$350 psf. Within the period under review, interest in and demand
for industrial properties persisted but was hampered by investors'

and end-users' opposition to the level of appreciation.
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INDUSTRIAL PROPERTY
DEFINITIONS

WAREHOUSE:
This category comprises premises designed or

adapted for use as godowns or cold stores and

NEWTERRITORIES includes ancillary offices. Also, premises located
within confainer terminals are included. About 80
per cent of the sfock is located in the New

Territories, with Kwai Tsing alone accounting for 40

per cent.
A
KOWLOON
-~ S INDUSTRIAL/OFFICE:
~ ' This category comprises floor space in

HONG KONG ISLAND

LANTAU ISLAND developments with planning permission and lease

K modification for industrial/office use and cerfified 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 fogether accounted for

MAJOR HONG KONG INDUSTRIAL AREAS
I Hong Kong Island

Il South East Kowloon

El Western Kowloon

80 per cent of the fotal space.

FACTORY:
This category comprises flatted factories and

The New Territories ancillary office accommodation. This includes flatted

ASIA OFFICES

HONG KONG

34/F, Central Plaza

18 Harbour Road, Wanchai
Hong Kong

Telephone: (852) 2820 2800
Facsimile: (852) 2810 0830

Suites 2109-12, 21/F
Sun Life Tower, The Gateway
15 Canton Road, Tsimshatsui
Kowloon, Hong Kong
Telephone: (852) 2820 8100
Facsimile: (852) 2521 9517

BEUING

PEOPLE'S REPUBLIC OF CHINA

Suvite 1203-1205, 12/F

Beijing Fortune Plaza, Tower A

7 Dong San Huan Zhong Road
Chaoyang District, Beijing 100020
People's Republic of China
Telephone: (86) 10 5820 9288
Facsimile: (86) 10 5820 9088/9188

SHANGHAI

PEOPLE'S REPUBLIC OF CHINA
Suite 3201, 3203-3206

32F, K. Wah Center

1010 Huai Hai Middle Road
Shanghai, 200031

People's Republic of China
Telephone: (86) 21 2401 1200
Facsimile: (86) 21 5403 7519

GUANGZHOU

PEOPLE'S REPUBLIC OF CHINA
Suite 1401-1402, Guangzhou
International Electronics Tower
403 Huanshi Road East
Guangzhou 510095

People's Republic of China
Telephone: (86) 20 2883 9200
Facsimile: (86) 20 2883 9248

CHENGDU
PEOPLE'S REPUBLIC OF CHINA
Suite 2906, Building A, Times Plaza

No. 2, Zong Fu Road, Chengdu 610016

People's Republic of China
Telephone: (86) 28 8667 0022
Facsimile: (86) 28 8667 2121

TIANJIN

PEOPLE'S REPUBLIC OF CHINA
Unit 910, Office Tower A

The Exchange, 189 Nanjing Road
Tianjin 300051

People's Republic of China
Telephone: (86) 22 8319 2178
Facsimile: (86) 22 8319 2180

SINGAPORE

Six Battery Road, #32-01
Singapore 049909
Telephone: (65) 6224 8181
Facsimile: (65) 6225 1987

BANGKOK, THAILAND

46th Floor, CRC Tower

All Seasons Place

87/2 Wireless Road

Lumpini, Pathumwan
Bangkok 10330, Thailand
Telephone: (66) 2 654 1111
Facsimile: (66) 2 685 3300-1

PHUKET, THAILAND

12/9 Moo 4

Thepkrasattri Road

Koh Kaew, Amphur Muang
Phuket 83000, Thailand
Telephone: (66) 76 239 967
Facsimile: (66) 76 239 970

JAKARTA, INDONESIA

7th Floor, Permata Bank Tower |
Jalan Jenderal Sudirman Kav. 27
Jakarta 12920, Indonesia
Telephone: (62) 21 523 7337
Facsimile: (62) 21 523 7227

TAIPEI, TAIWAN

7/F Cosmos Building

134 Sec 3

Minsheng East Road

Taipei, Taiwan

Telephone: (886) 2 2713 2266
Facsimile: (886) 2 2712 3065

TOKYO, JAPAN

5/F, Shuwa Daiichi Hamamatsucho
2-2-12 Hamamatsucho, Minato-ku
Tokyo 105-0013 Japan

Telephone: (81) 3 5470 8711
Facsimile: (81) 3 5470 8705

28/F, lzumi Garden Tower
1-6-1 Roppongi, Minato-Ku
Toyko 106-6028, Japan
Telephone: (81) 3 6230 1188
Facsimile: (81) 3 6230 1177

NEW DELHI, INDIA

Press Trust of India Building
Ground Floor, 4 Parliament Street
New Delhi 110 001, India
Telephone: (91) 11 4239 0200
Facsimile: (91) 11 2331 7670

MUMBAI, INDIA

9A, 2nd Floor, Laxmi Tower

C-25, G Block

Bandra Kurla Complex, Bandra (E)
Mumbai 400 051, India
Telephone: (91) 22 2652 7628/766.
Facsimile: (91) 22 2652 7655

BANGALORE, INDIA

3rd Floor, The Hulkul

81/37, Lavelle Road

Bangalore 560 001, India
Telephone: (91) 80 5112 1240-49
Facsimile: (91) 80 5112 1239

CHENNAI (MADRAS), INDIA
2-C&D, Gee Gee Emerald

151 Village Road, Nungambakkam
Chennai 600 034, India
Telephone: (91) 44 2821 4599
Facsimile: (91) 44 2821 4607

HYDERABAD, INDIA

Eden Garden 8-2-595/3/5
Road No:10, Banjara Hills
Hyderabad 500 034, India
Telephone: (91) 40 2335 8887
Facsimile: (91) 40 2335 8886

PUNE, INDIA

Bldg CB Richard Ellis South Asia Pvt.

Limited

Row House No. 33

Hermes Heritage, Phase |
Nagar Road, Shashtri Nagar
Pune 411 006, India
Telephone: (91) 20 2661 6733
Facsimile: (91) 20 2661 6734
SEOUL, KOREA

12/F, Korea First Bank Building
100 Kongpyung Dong
Jongro-ku

Seoul, Korea 110-702
Telephone: (822) 2170 5800
Facsimile: (822) 2170 5899

MANILA, PHILIPPINES

Suite 1003-1005

10/F Ayala Tower One &

Exchange Plaza, Ayala Avenue

1200 Makati City

Philippines

Telephone: (632) 752 2580

Facsimile: (632) 752 2571
5

HANOI, VIETNAM

Unit 12A, Vincom City Tower

191 Ba Trieu Street

Hanoi, Vietnam

Telephone: (844) 220 0220

Facsimile: (844) 220 0210

HO CHI MINH CITY, VIETNAM
Unit 1301, Me Linh Point Tower
2 Ngo Duc Ke Street, District 1
Ho Chi Minh City, Vietnam
Telephone: (848) 824 6125
Facsimile: (848) 823 8418

11, Thao Dien, An Phu

District 2, Ho Chi Minh City
Vietnam

Telephone: (848) 744 2621/22
Facsimile: (848) 744 2620

CBRE

CB RICHARD ELLIS

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-fitle floor space
with temporary planning permission for industrial/
office use and short-ferm 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 maijority 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 fotal supply.

© 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.
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