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Beijing and Shanghai are transforming
themselves into regional and international
financial centres with the aggressive
expansion of their business districts. Can
Hong Kong retain its position as China's
leading international financial hub under
current planning?

Five years have passed since the in the coming years and the cities
Lehman Brothers crisis, but developed driving the country forward will no
economies still face major challenges doubt include Beijing, Hong Kong and

in the foreseeable future. The Eurozone Shanghai.

continues to tighten its belt while

battling against sovereign debt and In this summary paper and our reports

the unexpected refrainment by the US on the three office markets in 2020,

Federal Reserve to taper quantitative Knight Frank endeavours to look into the

easing underlines the fact that economic development of these markets, with a

recovery in the US is still fragile. long-term perspective.

In light of this, China will play a more
important role in the world economy

Figure 1
A comparison of core CBDs in selected financial centres
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The governments in all the three cities are
aware of the need to increase business
space. Major projects in the pipeline
include the CBD East Extension in Beijing;
the Post-Expo area development (the
former Expo 2010 Shanghai China site
and its surroundings) and the spotlighted
Free Trade Zone in the Pudong district of
Shanghai as well as CBD2 in Kowloon East
(Kwun Tong, Kai Tak and Kowloon Bay) in
Hong Kong.

Table 1

However, with differing supply-demand
dynamics among the three locations,

we expect the road to 2020 to be quite
different for each of them. While the
Beijing and Shanghai markets look set to
remain roughly balanced, Hong Kong is
likely to see a short-to-mid term shortfall

of supply.

Grade-A office rent and vacancy long term trend projection

Rent Vacancy

Beijing

Shanghai

Hong Kong - Core CBD

Hong Kong - Decentralised
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Supply will be steady in Beijing and
Shanghai but short in Hong Kong

Beijing and Shanghai will both see
abundant office supply from 2013 to
2020. In Beijing, where rents have surged
in recent years due to the lack of office
space, an average of 650,000 square
metres (sgm) of new supply will come
online each year from 2013 to 2020,

as a response to the supply deficiency.
The East Extension of the CBD will also
ensure abundant office supply beyond
2020. Meanwhile, Shanghai will witness
an average of one million sgm of new

Figure 2

office supply per annum from 2013 to
2020 and the newly setup Pilot Free
Trade zone will provide a boost to office
supply beyond 2020.

In comparison, there will continue to

be a lack of office supply in Hong Kong
in the near term. The volume of office
completions will remain at a low level of
about 145,000 sgm per annum until after
2020 when major projects, such as CBD2,
are completed.

Office supply in Beijing, Shanghai and Hong Kong
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Beijing’'s Core CBD will expand, while office
clusters in Hong Kong and Shanghai will

decentralise

Taking a closer look at the locations of
future office supply in China’s three main
cities, an interesting picture is revealed.
After the completion of several office
towers in Beijing's CBD from 2013 to
2020, the capital’s core CBD will then be
further expanded by about two million
sgm of Grade-A office space. In contrast,
Hong Kong and Shanghai will see the
majority of its new offices completed in
decentralised districts, such as CBD2 in
Hong Kong and the Post-Expo area in
Shanghai's Pudong district.

Taking all of Beijing’s planned projects
into account—including the CBD East

Table 2
Comparison of the governments’ selected plans on respective office markets

Extension—the capital's core CBD will
double in size and account for about
53% of total office stock in Beijing.

In Shanghai, where a vast amount

of future supply will be located in
decentralised locations such as the
Post-Expo area, Shanghai's CBD will
account for about 36% of total office
stock. However, with its close proximity,
the Post-Expo area could easily be
connected to the core CBD to create
synergy between the two.

Beijing Hong Kong Shanghai
CBD East Extension CBD2 Post-Expo area
Expected office supply 24 40 20
(milion sqm gross)
As a % of existing core 89% 240% 80%

CBD office stock

Source: Public source / Knight Frank
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In Hong Kong, office supply will be Central and Admiralty—will shrink to
focused in decentralised districts— 14%. CBD2, with a huge amount of
particularly CBD2— in the foreseeable supply and a considerable distance from
future. After 2020, the proportion of the core CBD, will face challenges in
office space in the core CBD—namely integrating with the core CBD.

Figure 3

Projected change in office stock distribution
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Office supply and demand in both Beijing
and Shanghai to be fairly balanced by 2020

China's three main cities have witnessed
differing rent and vacancy trends over
the past few years. In Beijing, limited
supply has kept Grade-A office rents high
and vacancies low; in Shanghai, a supply
boom has limited the growth of office
rents and in Hong Kong, the gap between
rents in the core CBD and decentralised
districts has narrowed.

With large amounts of new space coming
online in Beijing and Shanghai in the near
future, these cities will see fairly balanced
office supply and demand by 2020. Rent

growth should therefore be relatively
stable during the period, assuming
China’s economy remains strong.

Hong Kong will see limited supply in the
short to mid term, so by 2020—assuming
no major downturns—office demand will
outstrip supply by some 350,000 sqm.

If the city's economy and employment
population grow at a faster speed, the
gap could reach up to 750,000 sgm.

Looking ahead— future opportunities

Steady economic growth in China will
provide solid support for office demand
in Beijing and Shanghai. With a vast
amount of supply coming online in
Shanghai in the coming years, we expect
its office rents to come under pressure,
but pick up again in 2018.

In Hong Kong, rents in Central have
shown signs of bottoming and will
largely remain stable in the near term.
In Hong Kong's decentralised districts,
the days of surging office rents are likely
to be over, following robust relocation
activity in the past few years.

Looking at the three markets from a
long-term perspective, key development
opportunities will remain in Beijing's core
CBD in particular the CBD East Extension,
while Hong Kong and Shanghai will see
opportunities increasingly shifting from
the core CBDs to decentralised districts,
such as Hong Kong's CBD2 (Kwun Tong,
Kai Tak and Kowloon Bay), Shanghai's
Post-Expo area and Pilot Free Trade Zone.



k2505

Lo

1

T

T

.
. &
v
ot
|
\
3 N
-
s "
-




fisi i

; 3'. :!ﬁ r

A TALE OF THREE CITIES | 9

A greater Core CBD for
Hong Kong's future

In terms of long-term competitiveness, we
believe Beijing and Shanghai are planning
their business districts well—expanding
core CBDs and surrounding districts

and promoting themselves as regional
and international financial hubs. Recent
ambitious plans for Shanghai’s Pilot Free
Trade Zone and the Qianhai Cooperation
Zone in Shenzhen shed further light on
the determination of the central and local
governments.

However, the same cannot be said for Hong
Kong. Although the Special Administrative
Region will also see a considerable amount
of new office supply in CBD2, its relative
remoteness from the existing core CBD wiill
make it difficult to create synergy between
the two areas.

While the launch of Shanghai’s Pilot Free
Trade Zone and other similar zones are
unlikely to be game changers for Hong Kong
leading up to 2020, it heralds a new chapter in
the challenges the city will face. Competition
can bring prosperity, but it will also force the
city to look at its competitiveness, one that
is diminishing partly due to the rising cost
of business space.

In order to maintain its position as China'’s
main international financial centre, Hong
Kong needs to focus more on the planning
of its business districts. For example, by
amalgamating private and public sites and
improving connectivity between districts,
Central, Admiralty, Wan Chai and Sheung
Wan could be merged into one Greater
CBD. The logistics of such an idea might
prove overly technically challenging, but

it would still be worthwhile for the Hong
Kong government to examine it.
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Knight Frank LLP is the leading
independent global property
consultancy. Headquartered in London,
Knight Frank and its New York-based
global partner, Newmark Grubb Knight
Frank, operate from 330 offices, in 48
countries, across six continents. More
than 12,500 professionals handle in
excess of US$1 trillion (£643 billion)
worth of commercial, agricultural and
residential real estate annually, advising
clients ranging from individual owners
and buyers to major developers,
investors and corporate tenants.

Knight Frank has a strong presence in
the Greater China property markets, with
offices in Hong Kong, Beijing, Shanghai,
Guangzhou and Macau, offering high-
quality professional advice and solutions
across a comprehensive portfolio of
property services.

Our services include:

¢ Acquisitions, Sales & Leasing

+ Asset Management & Investment
+ Building & Facilities Management
+ Development Consultancy

+ Government Negotiation

+ International Project Marketing

+ Portfolio Optimisation

* Project Management

+ Research & Consultancy

¢ Retail Services

* Valuation
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