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INTRODUCTION
Over the past couple of years, the growth in
Hong Kong residential home prices has shown
no signs of abating despite several rounds
of tightening measures implemented by the
government. Strong homeowner demand and
a low interest rate environment have fueled an
escalation of housing prices for 28 consecutive
months from March 2016, according to the
July 2018 data released by the Rating and
Valuation Department.
Yet, a mixture of domestic pressures and
international developments appear to
be threatening Hong Kong’s high-flying
residential market. In this report, we examine
the potential impact of rising interest rates,
growing trade tensions and the announcement
by the government of a new tax on vacant
units in the primary sales market.
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RISING
INTEREST
RATES

Further increases
in interest rates
will likely force
prime rates to
follow, resulting in
higher borrowing
cost in the near
future.

An extended period of ultra-low interest
rates, coupled with relatively low housing
supply, has caused housing prices in Hong
Kong to soar over the past decade. Despite
seven 25 bps hikes in the Hong Kong
base rate (following the U.S. fed funds
rate adjustment, due to the local currency
peg to the U.S. dollar) since late 2015,
mortgage rates have remained steady
due to adequate bank liquidity. At the
same time, the market added an average
of only 11,658 private housing units per
annum over the period, well below the 10year average of 26,900 during the 1990s
and 19,900 during the 2000s. Supported
by these drivers, overall housing prices
in the city have increased 165% over the
past decade according to Cushman &
Wakefield’s residential price index.
But now the period of low mortgage
rates appears to be coming to an end.
As of August 2018, some 15 banks, which
together account for 86% of the mortgage
market in Hong Kong, have announced
mortgage rate hikes of 10bps, marking
the first increase in more than 10 years. 1
This increase in the best-lending rate has
resulted in an effective mortgage rate of
2.25% based on prime-linked rates.
1

South China Morning Post, “Owning a home in the world’s
most expensive property market just got tougher as banks
raise mortgage rates”, August 9, 2018.
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The trend of rising mortgage rates is likely to
continue. Following news of solid U.S. economic
results in the Federal Open Market Committee
(FOMC) this August, two more interest rate
hikes are expected for the remainder of 2018,
followed by two more in 2019. Given that the

short-term Hong Kong Interbank Offered
Rate (HIBOR) have jumped yet prime rates
have remained unchanged (Chart 1), further
increases in interest rates will likely force prime
rates to follow, resulting in higher borrowing
cost in the near future.

Chart 1.
Interest Rate Comparison
Source: HKMA, HSBC
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While borrowing costs are set to rise, Cushman &
Wakefield expects overall housing prices to remain
stable over the near term. From an affordability
perspective and assuming a 50bps mortgage rate
hike by year end, we can see the impact this has on
a potential property purchaser under three scenarios
(Table 1). In the scenarios, monthly mortgage
payments increased in the range of approximately
HKD800 to HKD1,500 (depending on the property

price), with the affordability ratio increasing by 3%
on average, thereby making the cost of servicing a
mortgage more expensive.
Based on all three scenarios, property buyers were
able to pass the stress test requirement. Moreover,
under a near full employment environment in Hong
Kong, a minor uptick in mortgage payments should
have a relatively minor effect on housing prices.

Table 1.
Property Value

HKD4.0M (HKD0.8M down payment)

Base Case

Low-priced Property

LTV
Monthly Household Income* (HKD)
Effective Mortgage Rate
Monthly Mortgage Payment (HKD)
Monthly Increase (HKD)
Affordability Ratio

Case 1 (+0.50%)

30-year Loan
80%

80%

32,700

32,700

2.25%

2.75%

12,209

13,034

0

825

37.3%

39.9%

53.8%

56.8%

Stress Test
Affordability Ratio under Stress Test
Pass Stress Test? ( 60%)

HKD7.5M (HKD3.0M down payment)

Mid-priced Property

30-year Loan
60%

60%

45,700

45,700

Effective Mortgage Rate

2.25%

2.75%

Monthly Mortgage Payment (HKD)

17,169

18,329

LTV
Monthly Household Income** (HKD)

Monthly Increase (HKD)
Affordability Ratio

$0

1,160

37.6%

40.1%

54.1%

57.2%

Stress Test
Affordability Ratio under Stress Test
Pass Stress Test? ( 60%)

HKD12.0M (HKD6.0M down payment)
LTV
Monthly Household Income*** (HKD)
Effective Mortgage Rate
Monthly Mortgage Payment (HKD)
Monthly Increase (HKD)
Affordability Ratio

High-priced Property

30-year Loan
60%

60%

60,000

60,000

2.25%

2.75%

22,892

24,438

0

1,547

38.2%

40.7%

55.0%

58.1%

Stress Test
Affordability Ratio under Stress Test
Pass Stress Test? ( 60%)

* Median monthly household income for economically active households in 2017
** Economically active households living in private permanent housing (includes Subsidized sale flats)
*** Conservative estimate of average household income in Taikoo Shing. Income per person in Taikoo Shing is around $34,000 per person
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In the event rates continue to rise over the medium
term, however, housing prices will come under
increased pressure. Assuming a 100bps mortgage
rate hike by the end of next year, monthly mortgage
payments may increase by between HKD1,600 and
HKD3,100, which would push affordability ratios up
by around 6% on average (Table 2). Taking that into

account in the three scenarios, two out of three of
the property buyers would fail the stress test. Such
a hurdle would reduce the ability of buyers to find
financing or otherwise result in the need to put
down an even higher down payment to purchase the
property.

Table 2.
Property Value

HKD4.0M (HKD0.8M down payment)

Base Case

Low-priced Property

LTV
Monthly Household Income* (HKD)
Effective Mortgage Rate
Monthly Mortgage Payment (HKD)
Monthly Increase (HKD)
Affordability Ratio

Case 2 (+1.00%)

30-year Loan
80%

80%

32,700

32,700

2.25%

3.25%

12,209

13,889

0

1,680

37.3%

42.5%

53.8%

59.9%

Stress Test
Affordability Ratio under Stress Test
Pass Stress Test? ( 60%)

HKD7.5M (HKD3.0M down payment)

Mid-priced Property

30-year Loan
60%

60%

45,700

45,700

Effective Mortgage Rate

2.25%

3.25%

Monthly Mortgage Payment (HKD)

17,169

19,531

LTV
Monthly Household Income** (HKD)

Monthly Increase (HKD)
Affordability Ratio

0

2,363

37.6%

42.7%

54.1%

60.3%

Stress Test
Affordability Ratio under Stress Test
Pass Stress Test? ( 60%)

HKD12.0M (HKD6.0M down payment)
LTV
Monthly Household Income*** (HKD)
Effective Mortgage Rate
Monthly Mortgage Payment (HKD)
Monthly Increase (HKD)
Affordability Ratio

High-priced Property

30-year Loan
50%

50%

60,000

60,000

2.25%

3.25%

22,892

28,042

0

3,150

38.2%

43.4%

55.0%

61.3%

Stress Test
Affordability Ratio under Stress Test
Pass Stress Test? ( 60%)

* Median monthly household income for economically active households in 2017
** Economically active households living in private permanent housing (includes Subsidized sale flats)
*** Conservative estimate of average household income in Taikoo Shing. Income per person in Taikoo Shing is around $34,000 per person
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From an investment perspective, data from the
Hong Kong Rating and Valuation Department
show historically low yields among all domestic
property classes (Chart 2), albeit alongside
strong rental demand that is pushing rentals
higher by a compound annual growth rate

(CAGR) of 6.9% since the trough in 2003.
With mortgage rates set to continue to
climb, residential prices at historical highs
and stringent residential policies designed to
cool local property prices, buying residential
property may become less attractive.

Chart 2.
Residential Property Yields
Source: Rating and Valuation Department
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GROWING
TRADE
TENSIONS

Such a slowdown will
likely have a knock-on
effect on Hong Kong
given its deep ties to
the mainland economy.
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Since the beginning of this year, Hong
Kong property prices have continued to
surge despite growing economic global
uncertainties spurred by rising trade
tensions between the U.S. and China.
Overall residential prices over the first half
of the year have risen in line with Cushman
& Wakefield’s forecasts, increasing by
10.4% according to company metrics,
the fastest pace of growth in a first half
since 2012. However, the trade dispute has
undoubtedly affected three key factors
that have historically had a direct impact
on property prices.
First, intensifying rhetoric and rising tariffs
on goods traded between the U.S. and
China are pushing down economic growth
in China and impacting its financial
markets as well. Oxford Economics has
revised downward their China economic
growth forecast for 2H, from 6.9% to 6.5%.
Such a slowdown will likely have a knockon effect on Hong Kong given it’s deep
ties to the mainland economy, with the
trade and logistics sector being the first
to bear the brunt.

As one of the key pillars of the local
economy, the trade and logistics sector
accounted for roughly 22% of Hong Kong’s
GDP (Chart 3) and one-fifth of the labor
workforce (Chart 4) in 2016 according to
the Census and Statistics Department.
Value of re-exported goods between U.S.
and China via Hong Kong totaled HKD351
billion, representing about 4.3% of total
trade and 9.1% of total exports out of Hong
Kong during 2017.
Following the announcement of the initial
round of import tariffs by the US and
China, involving over USD100 billion worth
of goods, Hong Kong’s finance minister
estimated it would push GDP lower by a
relatively modest 0.1 to 0.2 percentage
points over the near term. However, the
impact on Hong Kong’s economy could
be much more severe in the longer term
should the trade war escalate. As of July,
Oxford Economics forecasted Hong Kong’s
economy would grow 0.8 percentage
points slower in 2019 based on threats of
new tariffs of USD200 billion.

Chart 3.
GDP by Major Economic Activity in 2016
Source: Census and Statistics Department
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Employment in Four Key Industries
Source: Census and Statistics Department
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Secondly, on-going trade tensions are impacting
China’s currency, with the RMB down noticeably,
by as much as 9% since February this year
when the first round of tariffs was announced.
Continued weakness in the RMB which makes
Hong Kong property effectively more expensive,
could impact mainland Chinese demand for
Hong Kong property, which has contributed to
rising home prices in recent years.
Thirdly, Hong Kong’s financial markets are
closely connected with the city’s residential

market (Chart 5), with a typical lag of three to
five months when analyzing inflection points.
With the Hang Seng Index falling over 16%
since the peak in January 2018, property prices
could also start to see signs of moderation. In
fact, one local developer has cut the prices of
homes at one of its projects by as much as 10%
compared to last December. Verbal valuations
for property mortgage purposes received by
Cushman & Wakefield’s Valuation Department
also fell by 20% m-o-m in the first three weeks
of August.

Chart 5.
Wealth Effect and Stock Connect Supports Local Residential Market
Source: Ratings and Valuation Department, HKEx, Cushman & Wakefield
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Rising Trade
Tensions
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Hang Seng Index

30,000

GOVERNMENT
POLICIES

Implementation
of vacancy tax
is not aimed at
suppressing price
growth but rather
stimulating the
sale of primary
residential
properties once
they become
available.

In the Hong Kong government’s latest bid to rein
in spiraling housing prices, a new vacancy tax was
announced in late June. While some of the specifics
of the policy have yet to be disclosed, the tax is
expected to target major residential developers. With
the aim of compelling developers to release completed
units into the market, the tax is to be charged on units
that have not been leased or sold within 12 months
of receiving the occupation permit. According to
initial reports, the tax will be equal to 200% of the
ratable value of the property, which is about 5% of the
property price.
As emphasized by Chief Executive Carrie Lam,
implementation of the vacancy tax is not aimed at
suppressing price growth but rather stimulating
the sale of primary residential properties once they
become available. In fact, it is unlikely the current
supply of unsold units is capable of providing some
relief to the overall market. According to statistics
from the Buildings Department (Chart 6), the number
of unsold units totaled just 9,000 in the first half of
2018, roughly half the total completed in 2017. As a
percentage of total completions, that has not deviated
significantly in recent years. More importantly,
though, a substantial number are luxury or larger-
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scale residential properties. Given
the high value associated with
such properties, developers may
seek loopholes such as leasing
them internally to avoid paying
the tax or opt to hold onto them
rather than offering them at a
steep discount. Meanwhile, the
measure will likely accelerate the
sale of mass residential units,
but the numbers available in
the near term are insufficient to
significantly dampen the market.
While the policy is unlikely to
have much short-term impact,
it may factor into the pre-sale
strategies of developers and have
longer term pricing implications,
as construction on a number
of new projects progresses.

Chart 6.
Annual Completed Units VS Cumulative Unsold Completed Units
Source: Buildings Department, Lands Registry
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Table 3.

According to data from the
Lands Department (Table
3), approximately 16,000
units, or nearly 70% of units
commencing construction in
2016 or earlier, have yet to
be sold or have not yet been
offered for sale. For units
commencing construction in
2016, that figure increases to
22,000 or 81% of the total.

Unsold Units Under Construction
Source: Lands Department

Year of
commencement of
construction

We expect developers will
likely modify their strategies,
seeking to introduce such
units through pre-sale earlier
in an effort to avoid the
vacancy tax. Indeed, this
has already begun, with
applications for pre-sale
consent on 5,500 units filed in
July. That will bring the total
number of units for which
pre-sale consent has been

Pre-2016

2016

Units
under
construction

28,000

27,000

Unsold

16,000

22,000

applied to more than 15,000 (Chart 7), the highest level since
2002. We expect developers to continue to push to obtain early
pre-sale approval until further clarification on the vacancy rate
tax is provided and they can consider appropriate strategies.

Chart 7.
Applications for Pre-sale Consent
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CONCLUSION
Despite recording growth for 28 consecutive months,
Cushman & Wakefield has reason to believe that
Hong Kong’s high-flying residential market will
face increasing pressure amid growing foreign and
domestic uncertainties. Rising mortgage rates are likely
to push more buyers to the sidelines, which, in turn,
could reduce transaction volumes and cool investment
sentiment. Headwinds also include the ongoing U.S.China trade tensions that have created economic
and job uncertainties in the region and the coming
implementation of a vacancy tax on unsold units in the
primary sales market.

Home prices could
drop as much as
10%, similar to the
pricing correction
we saw in early
2016.
The extent of price
change depends
heavily on how
the trade war pans
out.

Recent history shows that previous major corrections
in residential home prices were caused by a shock
economic downturn. Home prices, for instance,
dropped 21% in just four months during the 1997
Asian Financial Crisis and retreated by 17% during
the Global Financial Crisis in 2008. Though no major
signs of an economic downturn have yet surfaced,
growth in residential home prices has started to slow
in recent months while some developers have lowered
the asking prices of new flats. As more buyers are
expected to adopt a wait-and-see approach amid
rising uncertainties, we expect transaction volumes
to decrease over the remainder of the year. However,
limited supply and some pent-up demand, albeit
weakening, are likely to prevent home prices from
falling in the near term, with home prices expected to
remain fairly stable through year end.
However, home prices could reach their peak and
begin to correct in 2019 if the current trade tensions
worsen to a full-blown trade war. In view of the
strong economic ties between Hong Kong and China,
we believe any slowdown in the mainland will have
a knock-on impact on the city’s economy and its
financial markets. These will, in turn, dampen purchase
sentiment for residential flats and weigh on home
prices. We believe home prices could drop as much as
10%, similar to the pricing correction we saw in early
2016 (11% in just six months) after a stock market crash
in Hong Kong. However, the extent of price change
depends heavily on how the trade war pans out.
Gathering Storm Clouds?
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About Cushman & Wakefield
Cushman & Wakefield (NYSE: CWK) is a leading global real estate services firm that delivers exceptional value by putting ideas into action
for real estate occupiers and owners. Cushman & Wakefield is among the largest real estate services firms with 48,000 employees in approximately 400 offices and 70 countries. Across Greater China, there are 20 offices servicing the local market. The company won four top awards
in the Euromoney Survey 2017 in categories of Overall, Valuation, Agency/Letting and Research in China. In 2017, the firm had revenue of $6.9
billion across core services of property, facilities and project management, leasing, capital markets, advisory and other services. To learn more,
visit www.cushmanwakefield.com.cn or follow @CushWake on Twitter.

Disclaimer
This report has been produced by Cushman & Wakefield for use by those with an interest in commercial property solely for information purposes. It is not intended to be a complete description of the markets or developments to which it refers. The report uses information obtained
from public sources which Cushman & Wakefield believe to be reliable, but we have not verified such information and cannot guarantee that
it is accurate and complete. No warranty or representation, express or implied, is made as to the accuracy or completeness of any of the information contained herein and Cushman & Wakefield shall not be liable to any reader of this report or any third party in any way whatsoever.
Cushman & Wakefield shall not be held responsible for and shall be released and held harmless from any decision made together with any
risks associated with such decision in reliance upon any expression of opinion in the report. Our prior written consent is required before this
report can be reproduced in whole or in part.
© 2018 Cushman & Wakefield All rights reserved.
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