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Driven by growth in high-value service sectors, 
we expect benchmark Hong Kong Grade A office 
rent to rise by 12% between now and end-2020. 
Furthermore we predict the gap between prime 
and decentralised locations will widen further, 
with end-2020 rents of HKD137 per square foot 
in Central and Admiralty but only HKD33 in 
Kowloon East. With high rents here to stay, we 
think corporate occupiers should take an holistic 
approach to real estate strategy which factors in 
demographic changes, new technology and the 
availability of flexible working space. Companies 
which do this should generate sustainable long-
run cost savings and competitive advantage, 
allowing them to thrive in a high-rent world. 

Grade A office rents in Hong Kong have remained 
resilient despite a slowing domestic economy and global 
uncertainty, reflecting very limited office supply and 
strong demand from Chinese companies (notably in core 
CBD areas) and flexible workspace operators. We think 
rents will continue to rise. We take numerous factors into 
account in our Grade A office rent forecasts, including 
macro-economic trends, business sentiment cycles, and 
demand and supply at a district level.  

Based on our analysis, benchmark rent growth is closely 
related to expansion in the high-value service sectors, i.e. 
finance/insurance, real estate, professional and business 
services, and IT and communication. We expect these 
sectors to continue to outperform the general economy, 
supporting office rents in future years. Consequently, we 
predict the benchmark rent in Hong Kong will rise by 
12% between now and end-2020. 

At the district level, we project rents in prime locations 
will grow faster than in decentralised locations where 
new supply will be concentrated. As a result, we expect 
the gap in rental values will widen further between prime 
and decentralised locations. By end-2020, we predict 
average rents of HKD137 per square foot in Central and 
Admiralty, but only HKD33 per square foot in Kowloon 
East. 

Since high rents look set to stay, we recommend corporate 
occupiers carefully evaluate their future real estate needs 
and explore different options in formulating a forward-
looking workplace strategy. Rather than focusing solely on 
cost reduction, occupiers should take an holistic approach 
which factors in demographic changes, new technological 
developments and the availability of flexible working space.  

Companies should take this opportunity to create a more 
engaging staff culture in order to drive higher productivity. 
In putting the employee experience at the centre when 
formulating a workplace strategy, companies can find new 
ways to connect staff with the future work environment. 
Such an approach should result in a more satisfied and 
engaged workforce.  

From the spatial requirement perspective, we have 
identified the following specific issues for companies 
implementing a forward-looking workplace strategy in 
Hong Kong:  

• Relocation and staff incentives 
• Making use of flexible working space 
• A combined strategy: owning + leasing 

Corporate occupiers which address these issues wisely 
and flexibly should generate sustainable long-run cost 
savings and competitive advantage. These are the 
companies which will thrive in a high-rent world. 
  

District Level Rent Projection 2016-20 

Source: Colliers  
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Grade A Office Rental  
Forecast Model 
Overview 
Hong Kong has traditionally been one of the highest 
office rental markets of the world. Limited supply and 
strong demand for premium office space have created a 
very low vacancy rate in the core CBD area, i.e. 
Central/Admiralty. Since Hong Kong is currently going 
through a period of slow growth, coupled with great 
uncertainty about the global economy, we want to 
assess potential office rent growth in the coming years. 

Fundamentally, office rent is determined by market 
demand and supply. Hong Kong’s total Grade A office 
stock has increased from 61.7 million square feet (5.7 
million square metres) in 2005 to 77.2 million square feet 
(7.2 million square metres) in 2015, representing an 
annual growth rate of 2.3%. During the same period, 
average jobs growth in Hong Kong has been 1.7% per 
annum. However, the high value service sector, namely 
the finance/insurance, real estate, professional services 
and ITC sectors, has experienced much faster annual 
jobs growth of 3.0%. As a result, the office vacancy rate 
for Hong Kong has been decreasing to a record low, 
especially in the core CBD areas. 
 
In addition to the job growth and office supply, the 
distribution of high value service sector jobs in Hong 
Kong has shifted from core CBD areas to decentralised 
locations. Among different sub-districts, Island East and 
Kowloon East (Kwun Tong District) have become 
popular relocation destinations for many companies. 
Both areas have become key employment centres after 
recording very high jobs growth of 64% and 185% 
respectively during 2000-2015. In addition, Island East 
has been popular among IT sector companies and 
Kowloon East has become the preferred back office 
location for the finance/ insurance and professional 
services sectors.  

Between 2000 and 2015, the share of the Central and 
Western districts in high value service sector jobs 
decreased from 29% to 24% while Kwun Tong’s share 
doubled from 6% to 12%. Looking forward, total future 
supply of office space between 2016 and 2019 will be 
7.4 million square feet (0.7 million square metres) by our 
estimate, representing an average annual growth rate of 
2.3%. This is still below the average annual job growth 
for high value service sectors. We expect the low 
vacancy trend will continue for core CBD areas. For 
decentralised locations the vacancy rate should be 
maintained at a relatively high level up to 2020. 

Source: Colliers, Rates & Valuation Department, HKSAR 

Fig. 1 Job Growth vs Office Supply 2005-2015 

Fig. 2 Distribution of high value service sector jobs 
(2000-2015) 

 

Source: Colliers 

Fig. 3 New Office Supply (2016-2019) 
 

Source: Colliers 
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Our Proposition 
Based on the above analysis, we consider the future 
office market will continue to be tight and we expect 
rental values to move upwards further. It is the purpose 
of this report to develop a more comprehensive model in 
assessing the future rental values for the Grade A office 
market for Hong Kong and for individual sub-districts.  

As demonstrated in earlier paragraphs, multiple factors 
influence rent values including: overall economic 
performance; job growth; availability of quality office 
stock; distribution of employment; etc. To represent this 
complex nature, we have taken a three-pronged 
approach to diagnosing the driving forces behind rental 
growth trends in Hong Kong at the macro, micro, and 
district levels respectively. By understanding the 
relationship between different factors and their impacts 
on rent values, we have developed a more intelligent 
and actionable view about future rent growth directions 
and magnitudes. 

In our analysis, we have developed an office benchmark 
rent for Hong Kong - the weighted average rent for 
Central/Admiralty, Wanchai/Causeway Bay, Sheung 
Wan, Island East, Tsim Sha Tsui, and Kowloon East sub 
markets. These areas represent 80% of total stock 
Grade A office stock in Hong Kong. 

Macro-level Projection 
At the macro level, we want to establish a direct 
connection between economic growth and office rents, 
which we believe is positively correlated. In our analysis, 
since the high value service sectors account for the 
majority of demand for Grade A offices in Hong Kong, 
their performance should directly affect the growth of 
overall office rents. Between 2000 and 2015, the 
cumulative annual growth rate (CAGR) of total added 
value from these sectors was 5.4%. In parallel, the 
benchmark rent’s CAGR was 5.0% during this period.  

 

We believe the growth of the high value service sectors, 
rather than the overall economy, has a more significant 
impact on office rental growth. 

While Hong Kong’s general economy is slowing down, 
with GDP growth of just 0.8% in 2016 Q1, office rent is 
still growing because the high value service sectors have 
outperformed the general economy.  As a concrete 
example, the Q2 2016 operating statement by Swire 
Properties (stock code 1972 HK)(1)  suggests that a very 
tight market should continue for the rest of 2016. Swire 
Properties recorded growth in office rent reversions of 
between 9% and 30% for its office portfolio on Hong 
Kong Island with close to 100% occupancy.  

Hence, in our long term projection, we assume an 
annual growth rate of 4% and 3.5% for the high value 
service sectors and office rent respectively.  We expect 
the office benchmark rent to increase from HKD72 per 
sqft at the end of 2015 to HKD86 per sqft by 2020 and 
HKD102 per sq ft by 2025 respectively.  

Fig. 5 Three-pronged Approach to Rental Forecast 

Fig. 4 Benchmark Rent & Value Added of High Value Service 
 

Source: Colliers 

(1) See http://ir.swireproperties.com/en/ir/investors.php 
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Micro-level Projection 
At the micro level, we would like to project the medium- 
term rent growth by charting the quarter-on-quarter (QoQ) 
rental movement.  

We have used the Quarterly Business Tendency Survey 
Report by the Census and Statistics Department to 
collect views of business owners and senior managers 
about their business prospects for coming quarters in our 
framework, a de facto business sentiment index. We 
choose the Quarterly Business Tendency Survey Report 
because it has produced a reliable long-term series of 
results reflecting business sentiment and, by nature; the 
result provides a more forward-looking view about the 
economy. We believe these forward-looking views 
promptly feed into business decisions about real estate 
requirements and the level of office rents for upcoming 
quarters. 

We have used a sub-set of the survey results from the 
high value service sectors and the result reveals that 
business sentiment and office rental changes have been 
highly correlated in previous cycles up to 2015.   

Since 2015, business sentiment and rental growth rate 
have been moving in opposite directions, i.e. a 
decoupling has taken place. We believe this is mainly 
due to an extremely low vacancy rate and strong 
demand from the Chinese companies in the core CBD 
area. We believe the decoupling will not develop into a 
long term phenomenon and the vacancy rate will 
eventually move back to the historical average. 

Past records have revealed that business sentiment 
tends to move in three to four year cycles and it is very 
rare for the survey result to stay in negative territory for a 
long period. Business sentiment in Hong Kong has been 
trending downwards into negative territory in Q1 2016, 
which could indicate that the bottom of this cycle is near.  
Looking forward, we expect business sentiment to 
rebound towards the end of 2016 and trend upwards, 
which should support a positive rent growth.  With China 
economy apparently stabilising and modest US 
economic expansion continuing, Hong Kong’s economic 
outlook ought to be more positive in 2017. 

As a result, we assume that a new positive cycle for 
business sentiment will begin in 2017 and will last for 
three to four years based on the previous pattern. The 
quarterly rental change rate has been positively 
correlated with the business sentiment. We expect the 
office benchmark rent will regain its positive momentum 
once business sentiment has turned more positive. 

We base our projections for office benchmark rent on the 
changes in the rental growth rate. The result of our 
estimate further reinforces our assumption that office 
rent will face downward pressure in 2016 with a recovery 

likely towards the end of 2017. We expect the recovery 
to be modest and support a gradual growth in office 
rents.  

Based on our projected pattern of the business 
sentiment cycle, business confidence should peak in 
2019 and trend downward afterwards. Hence, we predict 
benchmark rent will reach HKD86 per square foot by the 
end of 2020, which matches the result of macro-level 
projection. 

Fig. 7 Projection of Business Sentiment & Rental Changes, 2016-2020 

Source: Colliers  

Fig. 8 Projection for office benchmark rent, 2016-20 

Source: Colliers  

Fig. 6 Business Sentiment & Office Rental Changes 

Source: C&S Department, HKSAR; Colliers  
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District Level Projection 
Local demand and supply play a more significant impact 
on district level rents. From the demand perspective, the 
quality of physical attributes enjoyed by an individual 
district such as location, accessibility, public 
infrastructure, commercial amenities, and stock of quality 
office buildings is a key factor in attracting interest from 
potential companies and supporting rent growth. From 
the supply perspective, the magnitude of future office 
supply will determine the pace for future rent growth.  

Historically, rents in different districts move in the same 
direction across Hong Kong. The combined Central/ 
Admiralty district - with the largest share of Grade A 
office stock in Hong Kong - has led the movements of 
the office benchmark rent. However, with new office 
supply concentrated in decentralised areas, the 
benchmark rent is more likely to reflect the general rent 
value across different districts in the future. 

When reviewing the historical pattern of district rent 
movement pattern, we observe that: 

• The order of district level rent has been 
persistent over time and rents in individual 
districts seldom overtake other districts of higher 
rents 

• Rents in decentralised areas are less volatile 
than those in core areas 

 

 

Order of Rent by Districts 

The physical attributes of different districts, which reflect 
the attractiveness of a district in terms of potential 
demand, are a key factor in determining the order of 
district rent. Rental value represents the monetary value 
of the physical attributes accepted by occupiers at each 
individual location. Therefore, the district level rent will 
only change when there are significant changes to the 
physical attributes of a district. For example, rents in the 
Sheung Wan district have increased more rapidly since 
2015, matching the opening of the MTR Island Line 
extension to Kennedy Town on 28 December 2014. As a 
result, rents in the Sheung Wan district started to close 
the gap with rents in Wanchai/Causeway Bay in 2015. 
This is a graphic illustration of the impact of a major 
improvement in infrastructure.  However, given Sheung 
Wan only consistitues a very small percentage of the 
overall Grade A office stock, it does not have a major 
impact on the overall benchmark rent for Hong Kong. 

According to the order of district rent, we have divided 
the districts into four categories.  Rents for districts 
belonging to the same category tend to move closely 
with one another: 

• CBD Core: Central/Admiralty 
• CBD Fringe: Wanchai/Causeway Bay,  

Sheung Wan 
• Secondary Market: Tsim Sha Tsui, Island East 
• Emerging Market: Kowloon East 

CBD Core has the best quality of physical attributes for 
charging premium rent, followed by the Wanchai/ 
Causeway Bay and Sheung Wan districts. It is 
interesting to find out that Tsim Sha Tsui fits the 
characteristics of the secondary market since it is usually 
considered as a major employment centre and one of 
the most mature business areas in Hong Kong with a 
good level of infrastructure services and great amenities. 
However, a lack of new supply of quality office buildings 
with large floor plates and the distance from Central 
business circle have limited Tsim Sha Tsui’s rent growth 
potential.  

Source: Colliers  

Fig. 9 District Level Rent 2006-2015 

http://www.linkedin.com/company/colliers-international?trk=hb_tab_compy_id_5227
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Relative Strength of District Rents 

Regarding the volatility of district level rents, we have 
reviewed the historical relative strength of district rents 
against the benchmark rent. The result confirms that 
rents in Central/Admiralty are more volatile than in other 
areas. 

Individual districts tend to have their own movement 
range when measured against the benchmark rent.  For 
example, Central/Admiralty moves within 140-170% of 
the benchmark rent. In contrast, rent in Kowloon East 
has moved within a 35-55% range of the benchmark rent 
in the past decade. The relative strength helps us to 
project the future movement direction for individual 
districts because, based on previous patterns, we expect 
they are likely to move in the same direction until they 
touch the upper or lower limit of their movement range 
against the benchmark rent.    

Movements of the relative strength in decentralised 
districts are often opposite to those of core area, 
especially Central/Admiralty, which indicates that there is 
a substitution element between CBD core and non-core 
areas.  In other words, when Central/Admiralty rent 
approaches 1.7x the benchmark rent, it becomes too 
expensive and companies start to look for alternative 
locations in decentralised areas. On the other hand, 
when Central/Admiralty rent falls to 1.4x the benchmark 
rent, it becomes more affordable for companies to stay in 
the core area.  

Supply of New Office Space 

Since 2006, new office supply has been concentrated in 
decentralised districts. Kowloon East’s share of total 
office stock has increased from 8% in 2006 to 18% in 
2016, adding a total 6.6 million square feet (0.6 million 
square metres) of new office supply. During the same 
period, Central/Admiralty’s share of Grade A office stock 
has decreased from 39% to 35%, with a new addition of 
0.37 million square feet. Based on the future supply of 
new office space, the decentralisation trend should 
continue in the coming years. By 2020, we estimate that 
Kowloon East’s total share of Grade A office stock will 
continue to increase to 22% while Central/Admiralty’s 
share will drop below 30% for the first time. 

As a result, we expect the office benchmark rent will 
increase at a slower rate in the future with lower rent 
value office stock added into the pool.   
 

Source: Colliers  

Fig. 10 District Rent Relative Strength 2006-2015 

Fig. 11 Distribution of Grade A Office by District 2016-2020 
 

Source: Colliers  
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Forecasting Results 

Based on the above analysis we have considered the 
following factors when projecting district level rents: 

• Office benchmark rent projection as key 
reference 

• Major changes of physical attributes in districts 
• New office supply between now and 2020 
• Movement of relative strength of district rents  

 
As the office benchmark rent has served as an important 
reference in district level rent projection, we believe it is 
essential to review the benchmark rent projection based 
on the demand and supply factors at the district level 
and make necessary changes. 

Adjusted Benchmark Rent Projection 

Our previous benchmark rent projections are based on 
macro-economic growth and business sentiment cycles 
without taking into account the demand and supply 
dynamics at the local district level. Given that business 
sentiment and changes in office rents have decoupled, 
and that we expect this situation to continue, we do not 
foresee a major downward adjustment in 2016-2017 as 
shown in the previous projection. Instead, we assume 
the adjusted benchmark rent will remain flat for the 
majority of 2016-17.   

In the long term, new office supply in decentralised 
locations ought to lower the growth potential of the office 
benchmark rent. We have lowered our forecast for 
adjusted office benchmark rent to HK$81 per square foot 
by 2020 after taking account of different factors. 
 
Projection: District Level Rent  

The results of our district level rent projections indicate 
rents on Hong Kong Island - led by Central/Admiralty - 
should increase at a faster rate than rents in de-centralised 
locations. As a result, the gap between the CBD core and 
decentralised locations ought to widen, offering both 
challenges and opportunities to occupiers.  With limited 
new supply, rents for Sheung Wan and 
Wanchai/Causeway Bay should increase at a similar pace. 
However, we foresee that Wanchai/Causeway Bay will 
face more competition from the Wong Chuk Hang area in 
future after the completion of the MTR South Island Line. 

Island East, benefiting from the opening of the Central-
Wanchai bypass and major redevelopment in Quarry 
Bay, ought to have the fastest rent growth potential 
outside the CBD area. On the other hand, Kowloon East 
will face more pressure with new supply of 4.7 million 
square feet (0.44 million square metres) of new office 
stock. With little development, rents for Tsim Sha Tsui 
should record a similar growth rate to the benchmark 
rent.  

Fig. 12 Adjusted Benchmark Rent Projection 2016-2020 

Source: Colliers  

Fig. 13 District Level Rent Projection 2016-20 

Source: Colliers  

http://www.linkedin.com/company/colliers-international?trk=hb_tab_compy_id_5227
https://www.facebook.com/colliersglobal?rf=105632526137251
https://twitter.com/ColliersIntl


 

10 Colliers Radar | August 2016 | Office | Colliers International 
 

Outlook & Implications 
Positive prospects for high value service industry sectors 
in Hong Kong should provide a solid foundation for long-
term office demand. As new office supply has been 
slower than the historical job growth, we expect a tight 
office rental market to continue. According to our rent 
projection, the office benchmark rent will increase to 
HK$81 per sq ft by 2020, representing a 12% growth 
over 2015. The core CBD area rent should increase the 
fastest due to extremely low vacancy and strong demand.  
 
Kowloon East should see a continuous increase in new 
office stock, which will add downward pressure to office 
rents. At the same time, the CBD2 initiatives for Kowloon 
East should continue to enhance the area’s accessibility 
and amenities. While rent growth potential will probably 
be limited before 2020, we do not expect a drastic fall in 
office rents for Grade A buildings in Kowloon East.  
 
We suggest that large occupiers should adopt an holistic 
approach in determining the future real estate footprint 
that they require to cope with business growth. New 
office supply in decentralised areas offers opportunities 
for wholesale relocation or split back-office functions for 
larger companies. Businesses should also consider 
taking advantage of flexible work space in their plans. 

  
    

 
Investors in the Hong Kong office market should be 
cautiously optimistic, partly because very loose monetary 
conditions featuring negative real interest rates are likely 
to persist in the wake of the global economic uncertainty 
caused by the recent Brexit vote in the UK. Given a 
healthy office rental market, office property should still be 
considered as an attractive asset class with steadily 
increasing income likely to underpin capital values. 
However, capital values for office property may start 
falling and yields rising once real interest rates turn 
positive again; we anticipate that this may happen in 
2H 2018. 
 
In addition, our office rent projections assume a soft 
landing for the economy of mainland China, which is 
increasingly intertwined with Hong Kong’s. If, on the 
contrary, China experiences a sharp economic 
slowdown or a financial crisis, then the negative impact 
on the economy of Hong Kong could be substantial, and 
the office rental market will probably also suffer. 

Source: Colliers  

Office Benchmark Rent and District Level Rent Projection 2016-2020 

  Net Effective Rent   
(HK$ SQFT) 2015 2015-20 

Change

Rent ($) Rent($) YoY Rent ($) YoY Rent ($) YoY Rent($) YoY Rent($) YoY

Benchmark Rent 72.3 74.9 3.7% 75.6 0.9% 80.5 6.5% 83.9 4.2% 80.9 -3.5% 12%

Central/Admiralty 112.6 118.2 5.0% 122.8 3.8% 132.6 8.0% 142.8 7.7% 137.2 -4.0% 22%

Wanchai/CWB 67.4 69.0 2.4% 71.4 3.4% 76.3 7.0% 82.5 8.1% 80.2 -2.8% 19%

Sheung Wan 68.2 71.1 4.2% 73.5 3.4% 78.7 7.1% 85.2 8.2% 83.3 -2.2% 22%

Island East 48.3 50.6 4.7% 52.8 4.4% 55.4 5.0% 58.6 5.6% 56.9 -2.8% 18%

Tsim Sha Tsui 54.7 55.6 1.7% 55.0 -1.2% 58.7 6.7% 62.1 5.9% 60.4 -2.8% 10%

Kowloon East 35.5 33.8 -4.6% 32.8 -3.0% 33.7 2.8% 32.8 -2.7% 32.8 -0.1% -8%

2016FF 2017FF 2018FF 2019FF 2020FF

http://www.linkedin.com/company/colliers-international?trk=hb_tab_compy_id_5227
https://www.facebook.com/colliersglobal?rf=105632526137251
https://twitter.com/ColliersIntl


 

11 Colliers Radar | August 2016 | Office | Colliers International 
 

Forward-looking 
corporate real estate 
strategy  
An holistic approach 

We believe that office rents in Hong Kong will continue 
climbing toward record highs for the next several years. 
If so, there will be more pressure on companies to 
optimise their real estate footprints. Instead of focusing 
purely on spatial requirements and rental cost, we 
believe companies need to incorporate key factors that 
will affect future business performance when formulating 
a forward-looking workplace strategy.   

A workplace strategy is the dynamic alignment of an 
organisation’s work pattern within the work environment 
to enable peak performance and real estate optimisation.  
We believe that a well implemented workplace strategy 
will also enhance brand image, signify culture and value, 
and improve the well-being of staff. 

With the introduction of new technology affecting the 
daily behaviour of businesses and individuals, the 
adaption of new technologies at work is a critical factor in 
future workplace strategy solution. Adopting an holistic 
approach across Human Resources, Information 
Technology, Finance, Corporate Real Estate and striving 
for employee engagement are essential for formulating a 
forward-looking workplace strategy.  

 
 
 

 

 

Demographic Shift 

We are expecting a major demographic shift in Asian 
workforces which is driving a new wave of office design. 
The next generation of workers is often called the 
“millennial” generation, referring to people born in the 
run-up to the start of the 21st Century. Especially in 
more developed markets, millennials have a reputation 
for blending work and personal life.  

As the chart below demonstrates, the millennial 
generation has become the dominant force in work 
places and the post-millennial “Next Gen” should 
account for 12% of Asian work population by 2020.  
Conversely, by 2030, the “Baby Boomer” generation 
born in the aftermath of World War Two will have 
entirely exited the Asian work population, with a large 
part of the subsequent Gen X workforce also fading 
from the scene. 

Compared to the older generations, millennials are 
arguably more flexible and independent, and less bound 
by tradition.  They tend to be well aware of technology 
and are constantly connected through personal mobile 
devices. We would argue that millennial-friendly 
workplace design is based on three key amenities: 
collaborative space, rooms for relaxation and privacy, 
and provision of in-house amenities, such as personal 
lockers, shower-rooms, cafeterias, etc. 

   

Fig. 15 Asia Work Population by Generation 
% of total work population 

 

Source: United Nations ESCAP; Colliers 
Note: age range (16-65 year old) for work population refers to 
Hong Kong’s Standard - legal work age starts from 15 year old; 
social service and benefits for elderly from age 65 
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Fig. 14 An Holistic Approach to Workplace Strategy 

Source: Colliers  
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Technology Adaptation 
 
With the emergence of new work patterns, keeping 
people connected is key to improving business 
productivity when implementing new technology in the 
workplace. The traditional model of technology 
implementation based on fixed workstations and 
standard work processes is giving way to a newer, more 
customised technology infrastructure intended to support 
flexible work styles with a combination of mobile and 
fixed devices.  

In view of the rising popularity of personal mobile 
devices, people have started to bring their personal 
communication devices to work and expect their 
workplaces to provide the necessary technology system 
for them to stay connected. Companies have to adopt 
both “top-down” and “bottom-up” approaches when 
making technology decisions in order to facilitate the 
need of their workforces to be more productive and to 
stay engaged at the same time. 
 
Agile and Flexible Real Estate Footprint 
 
Coping with a fast moving business world, alternative 
workplace strategy (AWS) has become a key factor in 
determining future corporate real estate needs. More 
corporations have realised that AWS is not just a real 
estate strategy, but an overall business strategy and new 
company culture. According to CoreNet Global, the 
global association for corporate real estate: 

“The need for owned real estate as we know it today will decline, 
replaced by a model where a combination of assets, both within and 
outside of the portfolio, is leveraged to meet specific needs. 
Corporations will turn to third parties to provide on-demand models of 
office space and technology to serve the mobile worker and knowledge 
work as a whole.” 
CoreNetGlobal’s Corporate Real Estate 2020 Final Report: Workplace 

 
We expect that more large companies will adopt a 
flexible working strategy at the core of their business 
plan. In the coming decade, we believe that flexible 
workspace will be not only the key solution for meeting 
short term demand for space, but also an integrated part 
of the overall workspace strategy solution. Use of flexible 

workspace is spreading from the technology sector and 
start-up companies to become a common practice 
among MNCs across many industries globally. 

Creation of a More Engaging Workforce 

As noted in our previous section, members of the new 
millennial generation want to be engaged at work and 
expect frequent feedback from their colleagues.  
According to Steelcase, a US-based furniture company, 
workplace design has a direct impact on employees’ 
level of engagement with the company. Highly engaged 
employees have the highest workplace satisfaction, 
being more productive, and generate more profits.   

“The most engaging employees are positive, and enthusiastic, creating 
new ideas, building deeper customer relationships and generating 
more profits.” 

Engagement and the Global Workplace, Steelcase 
 
By putting the employee experience at the centre when 
formulating a workplace strategy, companies can create 
a new way to connect employees with future work 
environment, facilitating a more satisfied and engaged 
workforce. The process is as important as the result. 

Based on the above workflow, an employee-centric 
process should help companies create a more engaging 
work culture. When employees are involved throughout 
the process, they will be able to: 

• contribute individual strengths and knowledge 
• be more connected with the company’s values 
• promote physical well-being and a work/life 

balance 
• decide on preferred technology solutions from 

the perspective of users 
• re-define the company’s culture  

 
Companies that can successfully implement a workplace 
strategy together with employees will be able to take 
advantage of the new physical work space to build brand 
value, retain the best talent, support an engaging culture, 
and thrive in a competitive environment.  

Source: Colliers  

Fig 16 Technology Adaptation in Work 
 

Source: Colliers  

Fig. 17 Employee Centric Engagment Strategy 
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Implications for Hong Kong 
occupiers  
In Hong Kong, it is even more important to adopt an 
holistic approach toward workplace strategy because of 
the persistent high-rent environment.  From the spatial 
requirement perspective, we believe the following three 
areas should be included in any workplace strategy 
discussion: 
 

• Relocation and employee incentives 
• Making use of flexible working space 
• A combined strategy: owning + leasing 

 
Relocation and Employee incentives 

Island East and Kowloon East have become popular 
relocation destinations for many companies. Both areas 
have also become key employment centres after 
recording very high job growth rates of 64% and 185% 
respectively over 2000-2015. In addition, Island East has 
won popularity from tenants in the IT sector while 
Kowloon East has become the preferred location for 
back offices for the finance/insurance and professional 
services sectors. 
 
With the addition of new Grade A office of 4 million 
square feet, Kowloon East is set to become the second 
largest office district in Hong Kong around 2020. Office 
stock at Island East should also increase by 2 million 
square feet, overtaking Wanchai/Causeway Bay to offer 
the third largest concentration of office space. More 
importantly, Kowloon East is more competitive with 
stable rents.   

The provision of quality new office stock and improved 
accessibility have made decentralised districts more 
attractive to companies seeking cost savings through 
relocation, or splitting offices with backend services 
moved to decentralised locations. We expect 
decentralised districts to develop their own clusters and 
so form an improved, business-friendly environment. 

Compared to prime locations, decentralised areas have 
many deficiencies in terms of service levels and the 
availability of different amenities, which will need to be 
addressed through workplace strategy. For example, 
companies may need to provide in-house cafeterias, free 
food and drinks, and shuttle services to compensate for 
the inconvenience of decentralised locations. Lower rent 
also provides the opportunity to promote employees’ 
well-being by offering lockers and showers on the 
premises, memberships of local health clubs and by 
organising more social activities in the workplace. All 
these factors should help to facilitate a smooth transition.  

 
 
 
 
In addition to achieving more cost savings at 
decentralised locations when making relocation 
decisions, companies need to pay attention to 
employees’ need for added incentives to overcome 
some of the shortcomings of new locations and staff 
retention. 

Making Use of Flexible Working Space 

The new flexible working space operators have already 
made greater in-roads into Asian markets than is 
generally appreciated, with Hong Kong, Singapore, 
Beijing and Shanghai leading the way. We calculate that 
flexible workspace operators secured 252,000 square 
feet of office space in Hong Kong over the first five 
months of 2016 alone.  

Space Occupied by Flexible Working Operators, Hong Kong 2016 

Company Size 
(sq ft) 

Size 
(sq m) 

District 

WeWork 90,000 8,361 Causeway Bay 
WeWork 60,000 5,574 Wan Chai 
TEC 30,000 2,787 Central 
Spaces(Regus) 30,000 2,787 Causeway Bay 
Eaton House 15,000 1,394 Central 
TheDesk 8,000 743 Kennedy Town 
Campfire 8,000 743 Kennedy Town 
Urban 6,000 557 Central 
Metta 5,000 465 Central 
Total 252,000 23,412  

Source: Colliers. Note. We have excluded a deal to occupy 140,000 
square feet of space in Sai Ying Pun by Soho House, which is a 
private members’ club. 

WeWork has been the force behind the most eye-
catching expansion deals by flexible working operators 
in Hong Kong so far in 2016: the company has secured 
150,000 square feet of office space in the territory, 
including 90,000 sqft in a brand new Grade A office 
building located at 535, Jaffe Road in Causeway Bay.  

On the demand side, there has been rapid growth in 
demand for coworking space in Hong Kong. An online 
questionnaire by StartmeupHK in August 2015(2) showed 
that 1,558 start-up businesses were located in coworking 
centres, an increase of 46% from one year earlier. This 
fact suggests that there would be strong growth in 
demand from start-up companies for flexible working 
space even in the absence of government support. 

From the global trend, we learn that more and more 
flexible working spaces have been taken up by large 
companies in order to reduce their real estate footprint, 
provide choices for a more mobile workforce and to 

(2) See http://www.startmeup.hk/en/one-stop-hong-
kong/startup-ecosystem-survey/ 
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develop closer relationships with start-up companies. 
We expect that more MNCs will start adopting a similar 
practice in Hong Kong and that their take-up of flexible 
workspace will rise in the future. However, local 
companies with a more traditional corporate culture will 
probably take more time to follow.  
 

A Combined Strategy: Owning + Leasing 

Leasing has long been the preferred choice over 
ownership for most companies as it offers more 
operational flexibility. This is especially true in the light of 
the latest trend of utilising flexible workspace to cut 
corporate real estate footprint. 

However, in Hong Kong’s context, we suggest that end-
users should not completely rule out office ownership as 
an alternative option, considering that office rent 
continues to increase in prime locations and most 
businesses will face a rent increase again in the next 
lease renewal.   

A healthy office rental market and negative real interest 
rate have supported capital values for offices in Hong 
Kong: hence the fact that Hong Kong offers one of the 
the lowest yields among Asia Pacific major investment 
centres at 2.9%. After Brexit, we believe real interest 
rates in Hong Kong are likely to stay negative until 
perhaps 2H 2018, supporting capital values for offices.  

It is fair to say that given the rising capital value for 
offices, not many companies can afford owning their 

offices in Hong Kong. However, while we expect capital 
value for offices in the core CBD to remain strong, 
decentralised locations with ample new Grade A office 
supplies offer opportunities for en-bloc purchase or 
strata-title investments in coming years. For companies 
actually considering different real estate options, a 
combined strategy of owning and leasing could be a 
more feasible solution in the long term.   

 

Companies could learn from Citigroup and other 
companies which have utilised new office stock in 
decentralised locations for either wholesale relocation or 
splitting office between core and non-core areas. The 
combined strategy provides cost savings and enjoys 
capital value appreciation in the long run.  

Figure 18 Real Interest Rates in Major APAC Markets and 
 the US (2009-16) 
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Conclusion 

We have assessed the potential rental movement 
directions for Grade A office in Hong Kong. Although 
Hong Kong’e economy has been declerating over 2016, 
the result of our three-pronged model has shown that 
office rent will continue to grow in Hong Kong, supported 
by continuous expansion of the high value service 
sectors within the economy.   

Consequently, we predict the benchmark rent in Hong 
Kong will rise by 12% beween now and end-2020.  At 
the district level, demand and supply of new office stocks 
are major factors in determining rental growth potential 
for individual districts. We project rents in prime locations 
will grow faster than in decentralised locations where 
new supply will be concentrated. As a result, we expect 
the gap in rental values will widen further beetween 
prime and decentrlised locations. 

Investors in the Hong Kong office market should be 
cautiously optimistic, partly because very loose monetary 
conditions featuring negative real interest rates are likely 
to persist in the wake of the global economic uncertainty 
casued by the recent Brexit vote in the UK. Given a 
healthy office rental market, office property should still be 
considered as an attractive asset class with steadily 
increasing income likely to underpin capital values.  
However, capital values for office property may start 
falling and yields rising once real interest rate turn 
positive again; we anticipate that this may happen in 2H 
2018.   

 
We recommend occupiers in Hong Kong should adopt 
an holistic approach when assessing future real estate 
needs and formulate a forward looking workplace 
strategy. Demographic shfts, adoption of new technology, 
and flexible working space arrangements are important 
factors that will affect the business performance and 
future requirements for corporate real estate footprints.  
A successfully implemented workplace strategy should 
also enhance the brand image, signify company culture 
and value, and improve employees’ well-being. 
 
In the high rent environment of Hong Kong, key 
components for successful implementation of workplace 
strategy from the real estate perspective include:  
 

• Relocation and employee incentives 
• Making use of flexible working space 
• A combined strategy: owning + leasing 

In addition to meeting future spatial requirements and 
company bottomlines, businesses should aim to 
maximise employee engagement during the process of 
formulating a new workplace strategy. As various studies 
have found, a highly engaged workforce has higher 
productivity and builds a more successful business.  
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