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Brief Report

1. Housing is critically important to Hong Kong people as shelter and as a
favourite form of investment., The sale of land for housing is a significant source
of Government revenue. About 45% of all. households now own the property
they live in,” and many more wish to do so. Those who are homeowners seek to
find other homes where space is less limited and which are of better quality.

2. Since the trough in the early 1980s, residential prices have generally
grown faster than income. From 1985 to 1995, property prices increased faster
than inflation (consumer price index A} in 10 out of the eleven years, with an
average real price increase of 11% a year {Annex 1).2 Although property prices
have slackened since June 1994, the average price has not dropped below 1993
levels. After 18 months of decline, prices in the first quarter of 1996 have
started to rise. In 1995, the affordability ratio® represented 73% of average
household income (Annex 2), far exceeding the 40-50% of monthly repayment
of mortgage loan to household income considered by banks to be the maximum
affordable. The affordability ratio in the first quarter of 1996 has slightly
improved but is still high at 64%. The efficiency of the private residential market
has therefore become a particular focus of consumer interest.

Scope of Study
3. This is a study of the private residential property market. It seeks to :
a) assess the degree of competition in the private residential property
market;
b) examine restrictive practices, if any, in the market which may

affect the consumer; and

c) make policy recommendations, if necessary, to promote
competition and protect consumer interests.

' 1995 data is provided by the Census and Statistics Department. In terms of number of privately
owned housing units, the Housing Branch in its review of the Long Term Housing Strategy
estimated that Hong Kong's owner-occupation rate was 52% in 1995.

2 This is despite econamic shocks during the period including the 1987 stock market crash, 1989
Tiananmen Square, 1990-91 Gulf War, 1991 coilapse of BCCI and short period of crisis for
some banks. Annex 1 shows residential property price increases against inflation for the period
1980-95.

? Government estimate. Ratio of monthly repayment of mortgage loan to median household
income. See Chapter 1 paragraph 6.



Methodology

4., This report is based on the analysis of a Consultancy Team of the
Department of Building and Real Estate, the Hong Kong Polytechnic University
(HKPU) and the Consumer Council's own investigations.

5. The HKPU and the Council held discussions with Government branches
and departments, individual developers, the Real Estate Developers Association
(REDA), public bodies, banks and securities houses, lawyers, estate surveyars,
property agents, various professional and interest groups. A total of 64
organizations were interviewed.

6. Data used in this study was supplied by individuals, companies and
Government departments. The Council has made every effort to ensure data
accuracy. In some areas we have been able to use multiple data sources to
cross-check the validity of the data we obtained. The relevant data source and
methodology employed are provided in footnotes to the chapters. Constraints in
data cgllection sometimes imposed limitations on the time span adopted for the
study.

7. Where possible, the study uses data from 1980 to 1995. This covers
both the ups and downs of the property market and contains, as well as long
stretches of favourable economic conditions, a number of economic and political
shocks (see footnote 2). Due to limited resources and availability of data, our
studies of market share and case studies on market behaviour concentrated on
recent years, that is from 1991 to 1994 and from 1990 to mid-1995
respectively. Data up to mid-1996 is also included to provide a more
comprehensive and up-to-date analysis of market conditions.

Market Structure

8. The private housing market consists of new and second-hand property.
The latter is a much bigger market with a larger trading volume, accounting for
60-70% of the annual property sales volume between 1985 and 1994.°
However, the fact that most owners of second hand property only own the one
unit they occupy means that the influence of individual owners selling property is
much smaller than the influence which developers owning whole blocks of units
can exercise in the market.

9. The market for new private residential property is not necessarily the
product of free and competitive market forces. There arz two crucial factors
affecting the current market structure:

a) the role of Government as monopoly provider of new land, and
regulator of building development; and

4 Chapter 1, paragraph 17 refers.

® Based on HKPU consultancy's research on assignments of private housing units in the Land
Registry.



b) the high market concentration of developers of private housing.

Role of government

10. Land is a scarce resource. Government controls the supply of new land
and controls the planning, building and, in some cases, sale of buildings. The
Government's philosophy is 'to provide sufficient land, supporting infrastructure
and a financial environment which induces private sector investment in property
development.'6 It also seeks to provide a healthy living environment and ensure
building safety, and to discourage excessive speculation. Income from land
disposals accounted for about 11% of total Government revenue in 1994/95.

11. Government provides accommodation for over half of Hong Kong's
population through the Housing Authority and Housing Society. Public housing
on such a scale also has an impact on the private sector property market.

Market concentration

12. In the market for new residential property, private developers play an
important role in supplying housing stock from new land and redeveloped land.
The study found a high degree of market concentration among developers from
1991-94 (Annex 3):’

a) 70% of total new private housing was supplied by seven
developers.

b) 55% came from just four developers.

c) One developer consistently supplied 25% of new housing units.

13. This degree of market concentration, is not necessarily bad or anti-
competitive. To some extent it will reflect the efficiencies resulting from
economies of scale, and successful business strategies and confidence in the
market even in market downturns.

14. The study therefore looked at the market structure to see how far it was
'contestable’. In a fully contestable market all the participants act in a fiercely
competitive manner resulting in maximum efficiency with prices close to costs.
If the market is not contestable, i.e. there is no threat of new entrants to the
market, and there is high market concentration, then there is also a risk of abuse
of market power. For example, producers would have increased opportunity to
charge higher prices and engage in anti-competitive behaviour. No market is fully

6 Report of the Government Task Force on Land Supply and Property Prices, June 1994.

7 This period was chosen to reflect current, as opposed to histarical, market structure. We were
unable to include 1995 due to data limitations. MTRC was not included in the analysis because
it produced no residential developments in the period. We are aware that in the last 15 years, a
total of 31,000 residential flats have been produced on MTRC sites, equal to one year's private
housing production. Due to developments above the airport railway, MTRC will be an important
force in the market in the coming years. However, all its residential projects have been joint
ventures with developers. Of the projects which produced the 31,000 residential units, 9 out of
13 projects involved major developers (i.e. a developer with at least 5% market share).
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contestable. The study examined how far the market was contestable and how
contestable it is likely to be in future.

Is the Market Contestable?

15. The economists Demsetz, Baumol, Willig and Panzar® define a contestable
market as one in which:

a) entry is 'free’
b) exit is 'costless'
c) entry is a comparatively fast process.

Market entry and exit

16. Free entry, in this definition, means that a new firm need not incur any
costs that are not also incurred by a firm already producing in the industry. We
also looked at whether new entrants face any other comparative disadvantages.

17. There was and is no legal barrier to entry in Hong Kong. But, potential
new entrants have the following disadvantages compared to existing firms:

a) higher land costs: The price of land in Hong Kong is high by global
standards. In the period 1993-95, individual land lots at sites with
good residential development potential sold for $2-5 billion each
(Annex 4).° However, land exchange entitlaments and land banks
acquired pre-1985 when land was less expensive gave incumbents
a 'cheap' source of land supply. In theory, this enabled them to
put in high bids for new land auctioned by the Government and yet
have an average cost of land that was still much lower than new
entrants'. The difference in average land costs was a severe
barrier for new entrants. By bidding high, developers with
landbanks could potentially forestall new entry to the market and
at the same time increase the asset value of their existing
portfolio;

b) higher financing costs: Developers with established track records
would have access to low interest bank loans and other financial
instruments. New entrants which have no established track
records would not be able to secure finance as easily or at
comparable rates

c) weaker bargaining power: Large developers enjoyed economies of
scale and greater bargaining power in hiring professionals and
contractors; and

8 Harold Demsetz 'Why Regulate Utilities?’, Journal of Law and Economics, April 1968. William J
Baumol, John C Panzar, Robert D. Willig, 'Contestable Markets and the Theory of Industry
Structure’, San Diego, California 1982.

% Total land sale revenue in 1994/5 and 1995/6 was $31 billion and $45 billion respectively.



d) limited and variable access to land resources: New entrants were
largely dependent on the amount of Government land released
each year, and suffered from tendering procedures which were
restricted to holders of Letters A and B'® at some sites. Land
banks also enabled major developers to maintain smooth
production levels regardless of Government supply levels {Annex
5).

18. It has been suggested that small developers can form consortia to
compete with large developers. Although consortia can in theory help small
developers, in practice small developers were much less attractive to potential
partners and they usually found it difficult to compete with the bidding consortia
formed by large developers.

19. Foreign developers generally only participate at the periphery of any local
residential property market, in part because they lack knowledge of the market
and a local vertical network of financial backers and contractor teams. Overseas
companies may also have been deterred by experiences in their own country's
property markets, different risk assessment methods and by concerns about the
territory's future.

20. The main concern with regard to ease of exit is recovery of the huge land
acquisition costs. Whether it is possible to achieve a costless exit after having
met the basic obligations is entirely a function of the market at the time.

Speed of entry

21. The turnaround time for land to be converted into housing units is about
3-4 years. New firms therefore cannot enter and exit within a very short period
of time.

Degree of contestability

22. it is obvious from the above that the market is not very contestable. In
the past 10 years, some major developers changed their business strategies and
left the market. Market downturn screened out some others. Whilst new
entrants have emerged, no new firms became major players (i.e. capable of
producing 5% or more of the annual supply of new private housing) in the
market after 1981. The greatest obstacle has been the hefty costs and limited
availability of land.

23. Recently, the bid for one of the MTRC airport railway sites was won by a
consortia including Singaporean interests and local partrners. This shows that a
foreign company with a local partner did find it possible to enter the market. [t
remains to be seen whether the market structure will be affected in any
significant way.

24, The market structure since 1995 has not anc, from the information
available to the study, does not appear likely to alter in a way which will greatly

O etters A and B mean a land exchange entitlement granted by the Government in consideration
of the surrender of any agricultural or building land in the New Territories to the Government.
Most of the Letters A and B were acquired by a handful of developers in the 70s and 80s.



improve contestability in the foreseeable future, with the exception of the end of
tendering restricted to holders of Letters A and B. This was based on the need
to honour historical commitments and will cease after June 1997. Also, many of
the big developers will have to commit huge funds for the development of sites
above the new airport railway. This may reduce their appetite for smaller sites
and increase the opportunities for smaller developers to take part in development
of non-airport railway sites in the next few years.

25. Otherwise, there is little change in the market fundamentals: residential
land supply is still subject to great constraints; and developers still have land
banks comprising a gross floor area of approximately 70-80 million sq.ft.
(although these sites need approval to develop for residential use). Big
developers still have easy access to capital - one developer is in the process of
arranging a multi-billion loan facility which has been several times
oversubscribed.

Competition from non-private sector developers

26. While there was little competitive pressure from potential new entrants,
there was also little competitive pressure from other sectors of the primary
housing market. Restrictions on those eligible for subsidized housing means
substitutability only exists in one direction. Government policies to encourage
home ownership increased demand for sales flats in both the public and the
private sector. The private sector's share of the housing market has increased
over time.

Market Behaviour of Developers

27. The study examined whether any of the sales strategies, pricing policies
or other aspects of developers' market behaviour had the effect of reducing
competition in the market and affecting consumer interest. Developers had
complete freedom. However, their choice of behaviour, i.e. which strategies
made the best commercial sense, was very heavily influenced by the above
market structure. Developers operating in a market with an abundant supply of
land, for example, would be unlikely to adopt the same commercial strategies as
developers operating in a market with a restricted land supply like Hong Kong's.
To take another example, participants in a market with low barriers to entry like,
say, mobile phones where there is a continual threat of a new manufacturer
suddenly launching a cheaper or innovative product, would behave differently
from participants in a market with high barriers to entry and long production time
like the Hong Kong property market.

28.  With regard to the market behaviour of major developers, we made the
following observations in 3 case studies over the period 1990-95 for
developments in Tseung Kwan O, Ma On Shan and Lam Tin {Annex BA):

a) the sales of properties on competing sites alternated;
b) flats were released in batches.
29, These supply technigues meant less choice for consumers, higher prices,

reduced ability to make price comparisons and, in the boorning market conditions
prevailing at the time, to some extent, enabled developers to influence market



atmosphere. Developers contend that such techniques were in practice the
result of heated competition among developers. But this heated competition
could be the result of interdependence under an oligopoly {market with a limited
number of participants holding a dominant share}. If this were the case it would
reflect imperfect market competition and not be in consumers' best interests.

30. In another three case studies (covering 1994 to 1396, i.e. including an 18
month period of declining market prices) of developments in Tai Po, Yuen Long
and Shatin, flats in different developments were generally released for public
sale at different times, even though the products varied in terms of location, type
of development and range of unit size {Annex 6B). Flats have also continued to
be released in batches. For developers, this is to test market reaction. But the
effect is regulating supply which is a form of price discrimination. It would not
be possible in a highly competitive market. We do not know how often it
occurred that public sales alternated, nor how it happened.

31. Since the market downturn in mid-1984, infcrmation available from
Government indicated that major developers on occasion completed projects later
than estimated completion dates."  For example, production of 9 projects
involving 10,400 units by 5 major developers due to be completed in 1996 has
been rescheduled until the beginning of 1997, two projects have exceeded the
completion dates as specified in the building covenant (Annex 7).1?

32. Our study also found that long-term vacancy rates (the proportion of flats
vacant 2 years after completion)13 were significantly higher among flats owned
by developers than vacancy rates in the market overall - 11% of 17,300 new
units compared to 4% of 885,700 housing stock in 1995. In some cases, this
was a result of developers not being able to sell at the prices they were asking.
Less accessible locations could also have affected sales in some new
developments. Prices were sometimes below secondary market prices.
However, in other cases, when prices at certain sites were significantly lowered,
units sold very quickly. The high vacancy rates could be reduced if prices were
lowered or purchasers entered the market instead of holding off, expecting a fall
in market prices. High vacancy rates or downward price rigidity is unlikely in
highly competitive markets. Such a situation if lasting for a long period is
against the interests of potential home purchasers.

"' Based on information from the Rating and Valuation Department. The reported completion dates
are based on information derived from Buildings Department returns, architects’ and developers'
plans and returns, and/or site visits by Government officials.

"2 Three developers of projects involving about 6500 units have responded to our enquires. One
developer said that the slippage of its two projects was caused by a technical problem and a
foundation problem respectively. Another one said that his development projects would be on
schedule. A third developer said pre-sale consent was not yet available. Note: Pre-sale consent
is dependent on progress made in developing a project so it is unclear in this case whether
failure to gain consent was a cause or effect of slippage in the estimated completion date.

3Data from the Rating and Valuation Department's quarterly survey of long-term vacancy trends
in newly completed units.



33.  As for availability of the units on the market, in the period January 1994 -
May 1996, the Government issued consents for presale of 57 residential
developments involving nearly 40,040 housing units. Of these, only forty
percent has been put onto the market (up to May 1996). The remaining sixty
percent have either not been put up for sale or been reserved for internal sale
(the Consent Scheme restricts internal sales to 10% of units in each
development). This is unlikely in highly competitive markets where developers
would want to sell units as soon as possible,

34. We also found that only 7% of the cases were put out for sale within a
month of the granting of the consent. On average, the time gap was about 120
days and in five extreme cases, the time gap was over 540 days (Annex 8).

35. Developers apparently adapt their business strategies to suit the market
climate. Developers competed fiercely with each other at times, for example in
bidding for building lots, especially when the market was rising. There were
even occasions when developers entered into litigation with one another. This
might be taken to signify a highly competitive market but could also signify
interdependence under an oligopoly.

36. Although the limiting and regulating of supply observed in the case
studies and above paragraphs could result in less choice and higher prices for
purchasers, they make perfect business sense and do not constitute any
contravention of the law of Hong Kong. Indeed, developers have complete
freedom to decide when to sell and developers stressed that "when to sell or not
is ... a matter of commercial discretion of the developers in the free market".
Developers say that they would sell their units as promptly as possible.
However, the observations show that this may not always be the case. It was
also said that developers decided their sales strategies bearing in mind the
results of their sales exercises, its implications on their corporate performance
and share prices, and current market circumstances.

37. The scarcity of land, heavy demand for new property aggravated by the
segmentation of the first and second markets (discussed below), and high entry
threshold explain why these market strategies would be the 'right', or most
commercial strategies from the point of view of the major developers.
However, they would have been difficult to sustain in a market where there was
a real threat of new entrants or competitors filling the supply gap in between
sales. Developers were acting honestly and commercially in the given
circumstances. But the fundamental issue is the market structure which enables
developers to exercise market power.

Market Performance of Developers

38. While profits seemed to be highly uncertain in the early 1980s with a
number of developers failing to survive market downturns, in the pericd 1985-
95, developers made higher gains with all four major property developers studied
performing much better than the overall stock market. This was after substantial
reinvestment in new land acquisition. At project level, in the five case studies
involving 13 residential developments, estimated profits were particularly high



for developments on land acquired through Letters A and B {Annex 9)." They
ranged from 77% to 364% of the total estimated development costs. For lots
obtained by public auction, the estimated profit margins ranged from 6% to
109%.

39. However, HKPU's case studies also show that two other developers
which are not of comparable size to the large developers suffered losses ranging
between 37% and 69% of costs at project level when the market fell {1980-84).
The means by which land was acquired, the market environment at the time of
land acquisition and at the time of project completion were critical factors in
determining the level of developers' returns.

Land and Housing Supply

40. Constraint in land supply is a determining factor in the local property
market.

New land supply

41. New land supply was carefully controlled by Government for, among
other things, fiscal interests, and, until 1997, by limits in the Sino-British Joint
Declaration. New land mainly comes from reclamation and opening up new
areas. The pace at which new land can be supplied is subject to constraints
such as transport, infrastructure capacity and environmental concerns. After the
Government Task Force report in 1994, the Government has taken progressive
steps to co-ordinate efforts in producing more -new land. Other measures
proposed include a land inventory system and a one-year land reserve in order to
cater for unanticipated changes in external demand. Implementation of the
proposals are in progress and being closely followed up by relevant departments,
though we have yet to see the results of the land inventory system.

42. Government land disposal figures for the period 1985/86 - 1996/97 show
that Government residential land supply has varied from 40 to 80 hectares per
year. Maintaining a supply of land capable of meeting anticipated demand is
critical to maintaining a steady supply of property units (Chapter 4, table 1).

Redeveloped land

43. The change in Hong Kong's economic base from manufacturing to service
industries and the relocation of many Hong Kong-owned factories to southern
China, created considerable scope for building new housing projects on
redeveloped land. Although redeveloped land accounted for approximately 2/3 of
new private housing since 1990, its full potential had not been realised with a
considerable number of industrial buildings or sites lying empty in Kwun Tong
and other areas. Zoning restrictions, lack of infrastructure, environmental
improvements and land resumption costs were obstacles to the most efficient
use of these resources.

% The land costs of Letters A and B tendered sites constituted 10-20% of the price of a unit in the
case studies.
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Land conversion

44, The time taken for land formation and the land conversion process poses
further constraints. The turn-around time for new land to be converted into
housing units is almost 3-4 years for the private market and currently 7 years
{including site formation work) for public housing units. Hence housing supply
cannot be immediately increased by increasing the land supply should there be a
sudden upsurge in demand. For complicated projects, the process can, at times,
take up to ten years.

Housing supply

45, Continued high prices for private residential property compared to average
income, and long waiting times and waiting lists for public housing, as well as
household formation rates indicate significant unmet demand. Private housing
supply fell below Government published estimates in 12 out of the 16 years to
the end of 1995. The discrepancy between estimated and actual supply ranged
from +9% to -35%. These forecasts are based on developers production plans
and the Rating and Valuation Department’s estimates. The lower than estimated
private housing actual or forecast supply in 95, 96 and 97, imply a dramatic
increase in private sector production supply in the years 1998 - 2001 if the
Government’s estimated increase in the supply of housing announced in the Long
Term Housing Strategy is to be realised. There may be a bunching effect towards
the second half of the period.

46. The supply available to potential home buyers could also have been
affected by developers and speculators not releasing units onto the market. The
Government’s Task Force Report said that "about 18% of the units in large
developments completed in 1992 were still vacant at the end of April 1994, i.e.
over a year. These are prima facie cases of hoarding.” This study found that at
the end of 1995, 14% of new units (about 2,500 units) were vacant two years
after completion (of which 11% were held by developers {paragraph 32 refers)
and the rest by private individuals and others). These were properties for which
consents for sale had been issued.

Market Segregation

47. Hong Kong has a very highly segregated property market. It is divided
according to property age and location with consumers showing a strong
preference for:

a) new properties. For examples: even though new units accounted
for 3-5% of housing stock, nearly 70% of mortgage loans involved
property of less than 10 years old; and

b) properties in urban areas. 1994 vacancy rates for properties in the
New Territories were 9.4% compared to 4.7% for private housing
overall in that year.

48. Market segregation reduced substitutability of units between these
markets. It restricted purchasers' choice and led to greater demand in the
primary market {new properties). In rising markets, it has fuelled speculation in
new property. As a result prices spun to new heights, and prices for new units
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in urban areas acted as a benchmark for older units. Although prices for first-.
and second-hand units were interdependent, because of the dispersed ownership
of the latter, and preference for new developments, developers were able to
exert a strong influence despite their small market share.

49, The main barriers to market integration were:

a) poor tradability of older housing units due to lack of recognised
certification and warranties about their condition and quality; and

b) difficulties of obtaining home mortgage financing for older
residential units; between 1989 to 1994, nearly 70% of mortgage
loans involved property of less than 10 years old;

c) infrastructure planning and transportation to housing units in less
accessible areas lagging behind consumer expectations.

50, The market segregation exaggerated the importance of new housing and
increased the influence of developers on the property market in Hong Kong.

Recommendations

51. The study found that the market in new residential property in Hong Kong
is not highly competitive and not very contestable. It identifies some barriers to
competition, in particular the shortage and high cost of land and comparative
advantage of those with existing fand banks. However, the Council found that
there was no suggestion of collusion amongst developers, and recognises that
whatever developers do are commercial responses tc the prevailing market
structure and that any measure of the success and profitability of developers
should also take into account the risks involved. Nonetheless, it is questionable
whether the best interests of consumers have been served under the prevailing
market structure in Hong Kong.

52. Although the problem lies with the market structure, the Consumer
Counci! believes that it would not be appropriate for Government to take drastic
action to “correct” the situation by breaking up the dominant participants as in
the case of the US Government breaking up its communication giants, AT&T and
US Steel. In our case, breaking up individual firms would not be effective in
dealing with the market competition issues because it would only have a limited
effect on the underlying market structure. The Council believes it would be in
Hong Kong’s best interest to encourage competition, improve the working of the
market and safeguard against possible abuse of market power by:

a) improving the competitiveness of the market structure by lowering
barriers to entry and increasing the substitutability between
primary and secondary market housing,

b) introducing measures to prevent possible anti-competitive market
behaviour, and

c) enhancing consumers’ market role by facilitating their access to
reliable property information.
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Improving the Competitiveness of the Market Structure

Recommendation 1:
Lower Barriers to Entry

53. Increasing the number of players would help to improve market efficiency
through increased competition. The Government can seek to encourage new
entry to the property market as it has in the telecommunications market; and
systematically consider the implications on competition of policies which directly
or indirectly affect the property market. We ask the Government to:

Review the size of lots in Government land auctions

a)

Consider ways of removing impediments to small developers
seeking to compete in auctions of prime development land.
Obviously, lot sizes of 4 to 21 hectares such as that granted to the
MTRC would be too big for most developers and require enormous
capital outiay. Government should review the sizes of the land
lots, and consider providing more lots of "manageable size" in a
way which would satisfy planning requirements and consumer
aspirations for community facilities whilst allowing the
participation of more developers. This may require Government to
look imaginatively at ways in which the well-integrated
environments and good facilities associated with developments on
larger land sites can be delivered in developments on a series of
adjoining land sites through detailed planning guidelines.

Improve the efficiency of the development mechanism

b)

Allocate more resources to extend the fast-tracked and co-
ordinated development mechanism to all residential development or
redevelopment projects irrespective of size. To ensure that faster
processing of planning and building applications also increases
private sector production rates, Government should monitor the
effect of faster processing on the rate at which units in
developments are put on the market in each case.

Open more opportunities to new entrants

c)

Open more opportunities to new entrants by giving them a greater
role in property development controlled or sponsored by
Government and quasi-government corporations. Possible
channels would be the Private Sector Participation Scheme and
residential projects facilitated by the Land Development
Corporation (LDC) on redeveloped land. For example:

i) the Government or quasi-Government bodies could
wherever possible develop projects in conjunction with
contractors or smaller developers, enabling them to
develop the capacity to take on larger projects. The
Government should also consider developers' suggestion
that developers require more incentives to participate in
PSPS projects, such as greater freedom in project
management, design and other parts of the development
process;

it) we support the Government's decision announced in its
Urban Renewal paper (June 1996) to enhance the role of
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the lLand Development Corporation (LDC) by injecting
financial resources and upgrading it to an Urban Renewal
Authority. This will allow it more freedom to develop
projects and to select partners for joint venture, thereby
reducing its dependence on the resources of big developers.

Recommendation 2:
Improve Residential Land Supply

b4, The Government should:

a) adopt a vigilant programme in land formation, and preparation of
redeveloped land in order to ensure consistent land supply; and

b} outline its planned land sales for a rolling five-year period and
maintain the year-on-year supply programme. This would
particularly help new entrants who arc largely dependent on
Government supply.

bb, The Council supports the Government's efforts to create a one-year land
reserve as recommended by the 1994 Task Force.. This would work on the same
principle as buffer stocks in primary strategic materials widely adopted by
countries throughout the world.

56. For optimum use of existing land, the Government should:

a) re-zone more obsolete industrial areas for residential purposes to
reflect Hong Kong’ s changed economic base;

b) consider public, and encourage private sector, investment in
environmental and infrastructure improvements to make more
disused industrial sites suitable for residential use; -

c) review the maximum permissible plot ratios in the outline zoning
plans with the aim of relaxing the requirements where
environmental and infrastructural factors permit.

Recommendation 3:
Balance Housing Supply and Demand

57. The Government should urgently review its estimates of available supply,
and discuss with the Real Estate Developers Association ways to improve the
reporting of statistics to enable Government to keep abreast of changes in
developers' assessments.

58. Government should support the private sector's role as facilitators in
converting land into housing supply. In particular, the Government should
examine and address causes of slippages external to the project. For example:

a) where developments depend on new infrastructure, consider the
possibility of involving developers in its provision, and enhance
cooperation between Transport and Lands, Planning and Building
Departments;
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b) with respect to planning and consent approvals, ensure the
Administration has resources sufficient for the task and employ
incentives, such as time limits in performance pledges, inter-office
cooperation and a management strategy to ensure a fast, efficient
and streamlined administrative process. We believe that result of
the Government's consultancy study to examine how the existing
procedures and time for lease modifications and land exchanges
can be further shortened, would lead to further improvements.

59. The ideal state is for the free market mechanism to work with minimal
government involvement in the market. However, even with the adoption of the
above recommendations to improve the operation of the free market, competition
in the market is unlikely to improve significantly in the short term. In view of the
limit on the pace of change in market structure and bearing in mind people's
immediate accommodation needs, the Government should maintain reasonable
regulatory control on developers.

60. The Government should ensure that the supply of residential properties
meets demand, particularly given the scarcity of the land resource and the time
taken to convert land into units. In line with the spirit of the building covenant,
Government should:

a) improve the terms in the building covenant in the land lease to
specify that developers are to make units available on the market
within a specified period, giving a reasonable grace period, e.g. 6
months after the end of the covenant period. The Government
would not dictate the specific timing, but only seek assurance
about the supply of units to the market. This part of the
agreement should be well publicized at the time when the
Government makes the land available and developers enter into the
agreement;

b) monitor developers' track record. If a developer's projects regularly
slip behind the covenant date without valid reasons, then
Government should take this into account in considering further
applications by that developer for, for example, fast-track
development procedures or applications for land modification.

61. For public sector housing supply:

a) the Government should ensure the declared target of 240,000
public units are produced and supplied steadily over the period
1997-2001 to meet its public sector targets. Failure to do this is
likely to have an impact on private housing demand; and

b) Government's announcement that the LDC will focus more on
residential redevelopment is also welcome in this context.
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Recommendation 4:
Enhance Marketability of Older Properties and Property in Less Accessible Areas

62. There is an urgent need to integrate the housing markets, in particular to
make older property a financeable prospect, in order to increase consumer choice
and improve competition in the market as a whole. This requires action to:

a)

b)

c)

Increase confidence in tradability of older properties.

The imbalance between demand for new and old housing units
would be reduced if banks become more confident in financing
older properties. The Council:

- supports the Hong Kong Institute of Surveyors' proposal to
devise a recognised building certification programme to
assess the quality of existing buildings; and

- will pursue with developers of new properties the provision
of comprehensive building warranties to enhance the long-
term saleability of properties.

The Government should endorse the above initiatives.

The Council welcomes the Government's announcement of the
introduction of a mandatory building inspection scheme; proposal
to give owners' corporations more powers to upgrade the common
parts 1051‘ a building; and proposed Rehabilitation Fund for renovation
work.

Facilitate mortgage financing.

- The Consumer Council considers the Government's
proposed mortgage corporation would facilitate an increase
in residential mortgage loans. The Council therefore
supports the move, with the proviso that the risk
management aspects of the arrangement are properly
addressed; and that the initiative will result in easier access
to loans for older properties.

- The Council recommends that Government considers ways
"to encourage the setting up of specialized mortgage
agencies. Such agencies would increase choice for the
consumer, and enhance the accessibility of home financing
for financially responsible home-buyers who are unable to
meet the stringent criteria currently set by commercial
banks. This will be particularly important if the mortgage
corporation is not pursued,

Improve transport infrastructure

Housing demand would be eased by better utilisation of actual and
potential property developments in less accessible areas.

- The Council recommends the Government take steps to
improve the transportation and infrastructure planning for

'® Urban Renewal in Hong Kong, Planning Environment and Lands Branch, June 1996.
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less accessible areas in order to enhance their viability and
attractiveness to consumers.

Introducing Measures to Prevent Anti-Competitive Market Behaviour

Recommendation 5:
Establish Sector Specific Rules

63. Government should implement as soon as possible the recommendations
of the Law Reform Commission on disclosure of information for new properties
to equalize the treatment of developments under the Consent and Non-Consent
Schemes. In addition, the Government should extend the anti-speculation
measures to Non-Consent Scheme developments in order to reduce the distorting
effect of excessive speculation on the market and ensure uniform treatment.
Consumers cannot be expected to differentiate between Consent and Non-
Consent Scheme developments.

64. Government should work with the Real Estate Developers’ Association to
develop a code of practice for residential property industry to improve consumer
information by:

a) the provision of adequate and accurate information in the sales
literature;

b) for non-consent scheme, agreement of the ways and means of
placing the property on the market, such as the method of balloting
for units which is voluntarily practiced by REDA at present; and

c) mandatory use of saleable floor area instead of gross floor area as
the standard measurement of flat size.

Recommendation 6:
Ensure Fair Competition

65. The property development sector is at present not subject to any
competition rules similar to that prescribed in the licences for
Telecommunications operators and Broadcasters. For the property development
industry, this Council considers a territory wide competition law will suffice.
Competition laws in other countries prohibit abuse of market power and actions
which have the effect of preventing, restricting or distorting competition in all
but a few exempted sectors of the economy. The laws may include various
clauses which permit investigation of, for example, price fixing, collusion and tie-
in sales, which are against the public interest. Such a territory wide competition
law would guide the conduct of developers and other participants in the market.
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Facilitating Consumer Access to Reliable Property Information

66. Adequate market information helps the consumers to make decisions in
the market on a rational basis, and in this way enables the market to operate
efficiently.

Recommendation 7:
Increase transparency of information

67. The Government should use Consent Scheme procedures to require
developers to notify the Government of the timing of their sales programmes and
units available in each sale; and whether those units will be for public or internal
sale. Developers should be able subsequently to modify the sale plans provided
they first notify the Government and inform the public of any such changes.
This would help Government to make an accurate assessment of the housing
supply, and increase information to potential buyers helping them to make
informed decisions. It is purely a notification procedure and does not imply any
control or approval of developers’ sales decisions.

68. The Government should also consider public access to its housing
property data. More accurate property data for consumers would help
consumers make informed decisions and make them less vulnerable to market
rumours. The proposed integration of the departmental database can help to
enhance the data collection and compilation mechanism within the Government,
and should enable the Government to provide more timely and comprehensive
analyses of the property market.

69. The Government should ensure that the perfarmance pledges of the
Government departments involved in land and property development promote
transparency in the process, by including, for example, regular publication of
information about the progress or delays to development projects, i.e. publish
specific reasons for granting an extension of the building covenant period.
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Chapter 1

Introduction

Cultural Aspirations

1. The desire to own our home is deeply rooted in Chinese culture.
Besides its obvious connection with the need for shelter, it is a potent
symbol of material success and, therefore, one of the strongest
motivational forces. Those who have accommodation seek to find homes
where space is less limited and which are of better quality. In Hong
Kong, with a rising population and severely limited land availability,
property is also a favourite form of investment.

Economic Importance

2. Indeed, property is inextricably linked to our economy.
Development companies comprise the largest single sector of the
stockmarket and at the end of last year, property and construction
companies accounted for 29% of market capitalization in the Hong Kong
Stock Exchange. The Hong Kong Government also derives about 30% of
its annual revenue from property-related activities.'

Market Trends

3. The two most notable market trends over recent decades have
been the increase in home ownership and rise in property prices in Hong
Kong.

4. Demographic factors, strong economic growth, negative real
interest rates, favourable mortgage loan support, influx of overseas
capital and cultural factors have all contributed to strong housing demand.
As a result, and with Government policies to enccurage homeownership,
the percentage of owner-occupied households has increased significantly
from 18% in 1971 to 45% in 1995.2 This trend is expected to continue
after 1997 due to the inflow of mainland Chinese.

5. Since the trough in the early 1980s, residential prices have
generally grown faster than inflation. From 1985 to 1995, property

" Including land sales, rates, property tax, properties & investments, and stamp duty
{figures contain both property and stock market transactions; separate figures for
property transactions are not available}

2 Hong Kong Social and Economic Trends, Census and Statistics Department. 1295 data
is provided by the Census and Statistics Department.
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prices increased faster than inflation (consumer price index A) in ten out
of the eleven years, with an average real price increase of 11% a year.3
The unadjusted rate of price increases in Hong Kong fluctuated between
10% and 40% (Annex 1). Although property prices have slackened since
June 1994, the average price has not dropped beiow 1883 levels. After
18 months of decline, prices in the first quarter of 1996 have started to
rise.

6. Since the mid-1980s, residential property prices have generally
grown faster than income. From 1985 to 1995, the affordability ratio,
based on mortgage repayments against average household income,
averaged 58% and has been much higher in the last five years. The 1995
figure shows that the typical monthly repayment4 for a small-sized flat
(40m?) in an urban area represented 73% of average household income.
The ratio has slightly improved in the first quarter of 1996, but is still high
at 64% (Annex 2). This compares to the 40-50% ratio of size of
monthly mortgage repayment to household income considered by banks
to be the maximum affordable. In Europe and North America, the
mortgage burden seldom exceeds 35% of average household income.

7. " As a result of the discrepancy between house price and income
levels in Hong Kong, many potential buyers cannot afford to purchase a
home. Property in Europe and North America is much more affordable,
allowing a much higher proportion of househclds in US, Canada, and
European Union countries to own their own homes.

8. High residential and other property costs are also a negative factor
for international firms considering locating in Hong Kong. High property
prices therefore detract from rather than enhance efforts to ensure Hong
Kong's future as an international services centre.’

Objectives and Scope of Study

9. Given the scarcity of land in Hong Kong, the efficiency in the
production and allocation of housing units to meet the escalating needs of
our community is of great concern to the Consumer Council. The Council
considered it necessary to undertake a study which would provide an
overall assessment of the residential property market in Hong Kong. This
forms part of the Council's studies of the competitive environment in

% This is despite economic shocks during the period including the 1987 stock market
crash, 1989 Tiananmen Square, 1990-91 Gulf War, 1931 collapse of BCCI and short
period of crisis for some banks. Annex 1 shows residential property price increases
against inflation for the period 1980-95.

4 based on a 30% downpayment and a repayment period of 20 years (figures obtained
from the Financial Services Branch).

® KPMG Study on Promotion of Hong Kong Services for Hong Kong Government
Secretariat, April 1995.
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various sectors of the Hong Kong economy.

10. The three main objectives and terms of reference for the study

are:
a) to assess the degree of competition in the residential
property market;
b) to examine restrictive practices, if any, in the market which
may affect consumers; and
c) to make policy recommendations, if necessary, to promote
competition and protect consumer interests.
11. Hong Kong’s residential property market is made up of two equal-

sized sectors: {a) the public or subsidized housing sector, and (b) the
private housing sector. Each sector consists of both primary (new) and
secondary (old) housing markets.

12. All four quadrants (public, private, primary, secondary) of the -
housing market compete with one another to varying degrees in satisfying
housing demand. While the study does not lose sight of this feature, it
concentrates on the private housing sector, and particularly the primary
market.

Study Approach

13. This report is based on the analysis of a Consultancy Team of the
Department of Building and Real Estate, the Hong Kong Polytechnic
University {HKPU) and the Consumer Council's own investigations.

14. Apart from using primary data provided by government, the HKPU
and the Council collected opinions and information through interviews and
discussions with various organizations including:

a) Government branches and departments (including Housing
Branch, Lands Department, Rating and Valuation
Department, and Planning Department)

b) developers and the Real Estate Developers Association
{REDA)

c) public bodies (including Land Development Corporation,
Mass Transit Railway Corporation, and Housing Saciety)

d) banks and securities houses

e) legal profession

f) estate surveyors and property agents

g) interest groups
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15. A total of 64 organizations were interviewead.

16. We also used data and information collected from the following

sources:

a)

b)

c)

d)

e)

f)

information compiled from previous complaints cases
received by the Council

company annual reports

academic papers on the development of Hong Kong
residential property market and government housing policies

property journals

data compiled from development sales brochures by the
Council

magazine and newspaper reports.

17.  The study was carried out under the following data constraints:

a)

b)

c)

the scale and complexity of residential property market
operations together with the lack of centralised sales
information precluded a detailed comprehensive study of
market operations;

some Government statistics are up to two years old by the
time they are published, or, as in the case of census
information, are not collected annually. Hence, while all the
published statistics used in the study are the most recent
available, in some series they do not include figures for
1995 or 1996; and

constraints in data collection imposed limitations on the
time span used for various parts of the study.

18. The Council has made every effort to ensure data accuracy. In
some areas we have been able to use muitiple data sources to cross-
check the validity of the data we obtained. The relevant data source and
methodology employed are provided in footnotes to the chapters.

Study Period

19.  The consultancy team's findings were based on:

a)

b)

c)

general data about the housing market in the period 1980-
94,

detailed analysis of developers' market share and market
performance in the period 1991-94, and

specific case studies over the period 1990-95.
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20. Where possible the general data covers the period 1980-94 in
most series of statistics used in the report. This covers both the ups and
downs of the property market and contains, as well as long stretches of
favourable economic conditions, a number of economic and political
shocks (see footnote 3). However, data was not available for the early
part of this period in all cases. Due to limited resources, lack of
centralised sales information and limited historical data, our studies of
market share and case studies on market behaviour concentrated on
recent years, that is 1991 to 1994 and 1990 to mid-1995 respectively.

21. Where possible, we have included developments in the market in
1895 to mid-1996 to bring the analysis up-to-date and take into account
the changing market environment.

Steering Group on Residential Property Market

22. The study was supervised by a Steering Group, established in July
1994, Members are:-

Chairman

Prof the Hon Edward CHEN Kwan-yiu, CBE, JP

Members

Mr Nicholas BROOKE

Mr William CHAO (From January 1996)

Ms Audrey EU Yuet-mee, QC, JP (Up to December 1995)
Mr Thomas KWOK Wai-yan

Dr TSANG Shu-ki (From January 1996)

Mr Peter WONG Tung-shun

HKPU Consultancy Team

23. In August 1994 the Consumer Council commissioned a
Consultancy Study Team from the Department of Building and Real Estate
at the Hong Kong Polytechnic University (HKPU) to carry out a study
entitled 'Consumer Council Consultancy Study on Competition in
Residential Property Market in Hong Kong' and with the above terms of
reference.

24. The Consultancy Team from the HKPU consists of:-

Mr Thomas POON Nai-tung

Mr CHAN Man-wai

Mrs Ann CHEUNG LO Ann-chien
Mr CHIANG Yat-hung
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Mr Lennon CHOY Hung-tat
Mr Bo TANG Bo-sin

Mr Simon TSU! Yig-pui

Dr Andy WONG Kam-din
Mr Stanley YEUNG Chi-wai

Structure of the Report

25, The report comprises seven chapters, namely:

Chapter 1 - Introduction

Chapter 2 - Market Structure

Chapter 3 - Market Behaviour and Performance
Chapter 4 - Land and Housing Supply

Chapter 5 - Pfoduct Differentiation

Chapter 6 - Bargaining Power of Buyers

Chapter 7 - Overall Conclusions and Recommendations

26. Key tables and findings from the Consultancy team and the
Consumer Council are annexed to this report.

27. The Consumer Council has consulted the Real Estate Developers
Association (REDA), the Housing Branch and other relevant Government
departments and branches, the Hong Kong Institute of Architects, the
Hong Kong I[nstitute of Surveyors, Housing Department, Housing Society
and Land Development Corporation on the report. Their views have been
reflected in the report.

28. The Consumer Council would like to express its sincere thanks to
all those individuals, organizations, Government branches and
departments which supplied information, tendered advice, and assisted in
this study.
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Chapter 2
Market Structure

Introduction

1. Hong Kong is a free-trading economy. There are no legal barriers
to entry in the property development sector. Anyone can become a
housing developer if he sees a business opportunity. The consumer is
free to secure a deal, on a mutually voluntary basis, with any seller of
private housing in the market.

2. The private housing market consists of new and second hand
property. The latter is a much bigger market with a larger trading volume,
accounting for 60-70% of the annual property sales volume between
1985 and 1994." However, the fact that owners of second hand
property generally only own the one unit they occupy means that the
influence of individual owners selling property is much smaller than-the
influence which developers owning whole blocks of units to sell can .
exercise in the market.

3. The market for new residential property is not necessarily the
product of free and competitive market forces. There are two crucial
factors affecting the current structure of the market in Hong Kong. They

are:
a) the role of Government as monopoly provider of new land,
and regulator of building development, and
b) the high market concentration among developers.
4. In carrying out these functions, the Government's philosophy is 'to

provide sufficient land, supporting infrastructure and a financial
environment which induces private sector investment in property
development.'2 It also seeks to provide a healthy living environment and
ensure building safety, and to discourage excessivs speculation. Income
from land disposals accounted for about 11% of total Government
revenue in 1994/95.

5. This chapter looks at these and other aspects of market structure
to see how far it has been, and is likely, for competition to be able to
flourish in the market.

"Based on HKPU consultancy's research on assignments of private housing units in the
Land Registry.

2 Report of the Government Task Force on Land Supply and Praoperty Prices, June 1984,
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Role of Government

6. Almost all land in Hong Kong is held by the Government in public
trust. The private sector can acquire land for development through public
auction, public tender and private treaty grant. The Government sets
strict annual limits on land supply through its disposal programme. Since
1984, if the Government wished to increase the annual supply of land for
all types of development3 by more than 50 hectares it has had to seek the
agreement of the Sino-British Land Commission. It is not clear at this
stage whether the future Land Commission will continue its present role
and whether the 50 hectares limit will still apply after July 1997.

7. Within this constraint, the Government's main interests in forming
land disposal policy have been: to ensure sufficient supply of land; to
raise revenues from land sales; and to honour past commitments, for
example, land exchange entitlements.

8. As regulator, the Government controls, through approval
procedures, the three stages of the development process (planning, land
and building) and some stages of the sales process. In carrying out these
functions it aims: to ensure land sold to developers is converted into
residential buildings; to promote building safety and a healthy
environment; and to discourage excessive speculation.

9. The Government also provides accommodation for over half of
Hong Kong's. population through the Housing Authority and Housing
Society. Public housing on such a scale also has an impact on the private
sector property market.

Market Concentration

10. Private developers play an important role in supplying housing
stock from new and redeveloped land. In order to establish how the
market was structured we therefore also looked at the level of
concentration in the market for new residential property development.
Market concentration and contestability (described below) is a key test in
establishing the degree of risk of abuse of power in a particular market in
countries with competition laws.*

% excluding land granted to the Hong Kong Housing Authority for public rental housing.

* The measures of competitiveness set out in the US anti-trust collusion index and the UK
Fair Trading Act are:

US anti-trust collusion index - under this criterion, competitive pricing in a market will be
significantly prejudiced as and when the four largest firms control 50% or more of the
industry’s total assets;



Chapter 2: Market Structure 2-3

11. The study found a high degree of market concentration among
developers {Annex 3). Table 1 below shows that from 1991-94.°

a) one developer consistently produced over one-quarter of the
total annual supply, representing the largest market share in
the primary housing market;

b) 55% came from just four devélopers; and

c) 70% of total new housing was supplied by seven developers.

Table 1: Market Concentration of Private Housing Units by
Market Share, 1991-94

Developer 1991 1992 1993 1994 1991-94

A 30% 30% 15% 28% 26%

B 12% 9% 1% 8% 10%

c 5% 7% 10% 16% 10%

D 10% 17% 3% 7% 9%

E 6% 4% 5% 1% 6%

F 2% 3% 4% 4% 3%

G 1% 0% 0% 0% 0%

H 0% 0% 0% 2% 1%

| 1% 3% 0% 1% 1%

J 3% 6% 3% 9% 5%

K 3% 5% 9% 0% 4%

Total 72% 82% 60% 86% 75%

Market Share of 52% 56% 46% 55% 46%
Top 3

Market Share® of 58% 63% 45% 64% 55%
Top 4

Note: Developers F, G, H and | are not considered major developers because
their contributions to supply are relatively insignificant.

Sources: Compiled by HKPU from raw data supplied by the Rating and
Valuation Department and information supplied by developers.

12. This shows that a few major developers have held a consistently
dominant market share. Table 2 shows that developers tended to focus

UK Fair Trading Act - the Act states that a monopoly situation exists if a company or its
inter-related firms control at least one quarter of the goods and services in the market.

¥ The period analysed reflects current, as opposed to historical, market structure. We
“were unable to include 1995 due to data limitations. MTRC was not included in the
analysis because it produced no residential developments in the period. We are aware
that in the last 15 years, a total of 31,000 residential flats have been produced on
MTRC sites, equal to one year's private housing producticn. Due to developments
above the airport railway, MTRC will be an important force in the market in the coming
years. However, all its residential projects have been joint ventures with developers. Of
the projects which produced the 31,000 residential units, 9 out of 13 projects involved
major developers (i.e. a developer with at least 5% market share).

8 Taking the public housing production into account, the market share of the top 4
developers in the overali housing market was around 23% in the period of 1991-94.
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on different segments of the housing market. This would have had the
effect of reducing the amount of direct competition between them, and
increased the degree of dominance within individual property classes.
Large developers tended to concentrate on production of mass housing
units (Classes B and C flats). However, no single developer seems to
have dominated the supply to all housing classes.

Table 2: Market Concentration of Three Most Diominant Developers by
Housing Class, 1991-1994

Ranking Class A Class B Class C Class D Class E All
(n d di {below (40 to {70 to (100 to {over Classes
n es;er)‘ 'ng 39.9 69.9 99.9 159.9 160
oraer sg.m.} sg.m.) sg.m.) sq.m.) sg.m.)
1 C A A B B A
2 J B B H F B
3 D D D F D C
Range of 20% + 40% + 65% 35% + 10% 35%
Cumulative ¢ ¢ ¢ ¢ R
Market Share ° ° ° ° ° to
of Top 3 50% + 80% 80% 70% 90% + 55%
Sources: Compiled by HKPU from raw data supplied by the Rating and Valuation
Department and information supplied by developers.
13. This degree of market concentration is not necessarily 'bad' or

anti-competitive. To some extent it will reflect the efficiencies resulting
from economies of scale, and the success of individual companies'
business strategies. According to Demsetz, Baumol, Panzar, and Willig,7 a
market with only a few firms (or just one) can also be very competitive,
provided it is contestable, i.e. there is a threat of entry by other firms.

Contestability

14, In a fully contestable market all the participants act in a fiercely
competitive manner. This results in maximum market efficiency with
prices close to costs. If the market is not contestable and there is high
market concentration, there is a risk of abuse of market power, e.g. it
creates opportunities for producers to charge higher prices and engage in
anti-competitive behaviour. The economists Demsetz, Baumol, Panzar
and Willig define a contestable market as one in which:

a) entry is 'free’
b) exit is 'costless’

c) entry is a comparatively fast process.

? Harold Demsetz "Why Regulate Utilities?’, Journal of Law and Economics, April 1968.

William J Baumol, John C Panzar, Robert D. Willig, 'Contestable Markets and the
Theory of Industry Structure’, San Diego, California 1982.
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15. The study applied these three tests to the residential property
market.

a) Market entry

16. Free entry, in this definition, means that a new firm need not incur
any costs that are not also incurred by a firm already producing in the
industry; that is, the entrant is not at a cost disadvantage with respect to
an incumbent. Free entry therefore requires the entrant to have access to
the same technology and input resources as the incumbent. We also
looked for other, for example, institutional factors that might inhibit entry
without necessarily incurring extra costs for new entrants.

17. The study found that in the period 1985-95, new firms faced the
following cost disadvantages vis-a-vis existing firms:

a) higher land costs: The price of land in Hong Kong is high by
global standards. In the period 1993-95, individual land lots
at sites with good residential development potential sold for
$2-5 billion each (Annex 4). However, land exchange
entitlements and land banks acquired pre-1985 when land
was less expensive gave incumbents a ‘cheap’ source of land
supply. In theory, this enabled them to put in high bids for
new land auctioned by the Government and yet have an
average cost of land which was still much lower than new
entrants’. The difference in average land costs was a severe
barrier for new entrants. By bidding high, developers with
landbanks could potentially forestall new entry to the market
and at the same time increase the asset value of their
existing portfolio;

b) higher financing costs: New entrants were not able to secure
finance as easily and at a comparable rate to that obtained
by big developers with established track records. All major
developers had large capital resources through past profits
and good access to bank and other forms of finance. With
huge up-front capital requirements, financing was a very
important feature of the market;

c) higher construction costs: Large developers enjoyed
economies of scale giving them, for example, the ability to
retain experienced in-house professionals and contractors
who helped them to economise on costs and secure
Government consents. Their size also gave them greater
bargaining power in engaging external professionals and

contractors.
18. New entrants were also inhibited in this period by:
a) Limited and variable access to land resources: New entrants

were largely dependent on Government land released each
year. New entrants also suffered from restricted tendering
practices at some sites which gave holders of Letters A and
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B exclusive rights to take part. Land banks enabled major
developers to maintain smooth production levels regardless
of Government supply levels (Annex 5);

b) difficulty in forming consortia to contest successfully bid in
land auctions; and

c) lack of experience of the Government's land and building
controls.

19. Foreign developers generally only participate at the periphery of
any local property market, in part because they lack knowledge of the
market and a local vertical network of financial backers and contractor
teams. Property development tends to be a very localized industry.
Overseas companies may also have been deterred by experiences in their
own country's property markets during the period. With regard to Hong
Kong, overseas companies may also, have had concerns about the
territory's future and the different risk assessment methods used.

b) Costless exit

20. Costless exit means that any firm can leave an industry and recoup
all the costs it incurred when entering.

21. The main concern with regard to ease of exit is recovery of the
huge land acquisition costs. Whilst a typical land lease specifies that land
has to be developed by the purchaser, in practice development could be
carried out by another company under the name of the original purchaser.
However the liability under the lease will stll rest with the original
purchaser until such time as he has complied with all the terms of the
lease and obtained the relevant certificate of compliance from the
Government. Whether it is possible to achieve a costless exit after having
met the basic obligations is entirely a function of the market at that time.

c) Speed of entry

22. Contestability also depends on speed of entry and price
adjustment, i.e. how much warning incumbents would have of a new
entrant and how quickly they could adjust prices. If existing players
would have long enough warning of a new entrant to undercut prices
before the new supply became available it would be difficult for a
newcomer to enter.

23. Baumol describes the process as follows: "The crucial feature of a
contestable market is its vulnerability to hit-and-run entry. Even a very
transient profit opportunity need not be neglected by a potential entrant,
for he can go in, and, before prices change, collect his gains and then
depart without cost, should the climate grow hostile."® Actually entry

8Quoted in ‘Optimal Regulation: The Economic Theory of Natural Monopoly' by K.E. Train,
MIT press, 1994.
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will never have to occur, because the threat of entry alone would be
enough to keep an incumbent monopolist operating at zero profit with
efficient production.

24. Property development is a long process. The turnaround time for
land to be converted into housing units is about 3-4 years. New firms
cannot "hit and run" within a very short period of time. Except in the rare
event that a new entrant was able to buy a completed or nearly-
completed property before it was put on the market, the existing
developers could easily adjust their price levels and market strategies,
before the new supply came on stream.

Assessment of contestability in the period 1985-95

25. As a result of economic and some institutional barriers to entry,
the market was not fully contestable. In the past 10 years, only one new
entrant has emerged to be able to produce 5% or more of annual
production of new private housing units. This is Sino Land which entered
the market in 1981.

20. The successful bid for one of the MTRC Airport Railway Projects
by a consortia formed with outside interests signifies external interest in
entering Hong Kong’s property development scene.’ It should be noted
that the Singaporean interest teamed up with a local company and that
the project is unique in that the MTRC will take an active part in
smoothing out the necessary approvals needed for the development
process, a major barrier for foreign entrants. It remains to be seen
whether the market structure will be affected in any significant way. The
residential property market is generally a very localized market hardly
contested by entrants outside Hong Kong.

27. Existing major developers have been able to sustain their market
position in property cycles in the past. Market downturn screened out
some developers - often the smaller, less experiecnced developers with
inadequate finance capital and small landholdings. Some major
developers changed their market strategies, left the residential market and
moved into commercial property. Some entered at the wrong time,
encountered cash problems and were forced to leave the market. Large
developers were in a much stronger position to survive market downturns
because of their low gearing ratios (paragraph 39 below).

9 Recently, a consortium led by Singapore's Wing Tai Group was successful in bidding for

an MTRC site in partnership with two local developers, Lai Sun Development and
Worldwide Investments Company. The development project will provide 6 residential
towers by 2000,

'"°REDA disagreed with the Council’s analysis and said that Hong Kong has attracted
overseas investors into the market: "companies and governmental agencies notably from
Singapore, Taiwan and China have large property interests in Hong Kong as well as own
and trade property stocks.” However, the Council discusses actual involvement in the
development process as developers, not as investors.
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28. The greatest of these obstacles to entry was undoubtedly the
hefty costs and limited availability of land. As noted above, this is not
subject to free market forces but to Government control.

Specific problems

29, We considered the following issues and any changes planned in
detail to assess whether contestability was likely to deteriorate or improve
in future if no further action were taken.

Land lot size

30. For many small local players, the scale of Government sales sites
is often too large, requiring huge up-front capital investment if the land
has good development potential.

31. In the period 1993-95, 45 land sites'' were put out for sale. Of
these, over 50% were of a lot size over of 5,000 sq.m., and 17 had a lot
size of over 1 hectare. Most of these large land lots were purchased by
major developers. About 70% of residential units were built on these
large land lots. In monetary terms, 11 land sites commanded a land
premium over $1 billion each. In terms of development potential, 11 land
sites were large scale developments that were able to produce 500 units
or more {Annex 4). These figures show that Government land sales sites
were large in lot size and required huge capital investment. As a result
only major developers are generally able to bid. Developers with smaller
capital resources could only participate at the periphery of the residential
property market.

32. In the case of the sites above the new airport railway put up for
auction by the Mass Transit Railway Corporation, the land lots released
for development in phases 1 and 2 are so large that major developers
have tended to join forces to bid for the right to develop the sites.'?

33. Reducing the scale of high-value sale sites offered in land auctions
would be one possible means of increasing competition. However, some
consumers are typically willing to pay higher prices for units in a single
large development because the total environment and neighborhood are
more effectively planned and designed. Also, from a town planning
perspective, small-scale or piece-meal development has limitations,
especially in providing open space and community facilities. These
limitations might be overcome only if Government could encourage

" Including land sales sites for residential use. About 22% of the 45 land sales sites were
bought by one single major developer, 29% by 6 other major developers, and the rest of
the land sites, about 49%, were bought by other developers.

2 The massive phase 2 property development project above the MTRC new airport railway
stations involves a large site area of 6.81 hectares. Six consortia have been formed,
with several major developers joining forces to bid at each site. On completion, the
sites will provide 19 residential blocks yielding a total of about 3,000 residential units.
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developers to share responsibility for providing public facilities such as
parking, swimming or other recreational facilities, and an attractive
environment.

Land exchange entitlements

34, Letters A and B' ceased being issued by Government in 1983,
and were acquired from the original holders by a handful of developers.
As ownership of Letters A and B is a pre-requisite for bidding for certain
Government development sites in the New Territories, this means that
bidding for these properties has been confined to those developers. This
creates an institutional barrier to new entrants and explains why the profit
margins for developments on these sites have been so much greater than
those for developments on public auction land (chapter 3 paragraph 34).

35. Although a flexible attitude has been adopted recently to allow a
Cash Tender for these sites, the Government will do so only when no
Letters A and B Tenders acceptable to Government are received. This is
due to the unwillingness of some entitlement holders to surrender their
entitlements, saving them up for future use.'?

36. Such an entry barrier will diminish as Government proceeds to
exchange specified land sites with these entitlement holders, instead of
going through tendering procedures. In May 1996, the Government
gazetted the New Territories Land Exchange Entitlements (Redemption)
Bill. This Bill is to provide for the payment of redemption money to the
holders of the land exchange entittements. The aim is to ensure that all
outstanding Letters A and B are redeemed before 30 June 1997."% In the
meantime it will continue to be a source of considerable advantage to the
incumbent developers.

Development control mechanisms

37. Some developers said that the Government's extensive
development control mechanism imposed significant costs, and created
uncertainty.

3 etters A and B mean a land exchange entitlement granted by the Government in
consideration of the surrender of any agricultural or building land in the New Territories
to the Government. Most of the Letters A and B were acquired by a handful of
developers in the 70s and 80s.

'"“REDA’s response was that Letters A & B could be "freely purchased by anyone. The
great majority of property developers did not even enter this market as it meant tying
down capital. It was possible that the profitability of land bought by Letters A/B
tenders were in some cases higher than land bought in auctions”.

' The amount of Letters A and B commitments outstanding as at the end of 1995 was
2,431,746 sq.ft. which is equivalent to 972,698 sq. ft. of building land.
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38. The average approval time is a minimum of 3 months for new
developments, and longer for lease modification and land exchange cases.
The 3-month average does not include the processing of amendments
which may considerably lengthen the wait. In the case of lease
modifications {which apply to most redeveloped sites) and Iland
exchanges, the average time limits varied between 259 days for a
straightforward modification lease to 808 days for a more complicated
case in 1995. A protracted period for approval would deter market entry,
particularly for small developers who often cannot afford the time, effort
and money involved in completing the lengthy approval procedures.16

Property development financing

39. New entrants to property development find it difficult to borrow
from local banks. The Hong Kong Monetary Authority restricts the
amount of property-related lending, including mortgages, which banks can
do to 40% of the value of a bank's total lending. The restricted supply of
bank finance means that developers in Hong Kong have very low gearing
ratios/debt levels (10-20% bank debt to 80-90% equity) compared to 80-
90% bank debt for their counterparts overseas. Since equity finance may
also be difficult to arrange and is more expensive than bank finance
(because of the need to pay dividends to shareholders) this is a significant
barrier.

40. Banks may be less willing to lend the funds which are available for
property-lending to new or small developers, who may have only a short
track record and difficulty in providing appropriate guarantees.

41, Large developers have good access to bank loans because of their
track records with banking institutions, much greater capital resources
and economies of scale. Major developers are eble to obtain loans from
financial institutions at the Hong Kong Inter-Bank Offered Rate (HIBOR).

42, Major developers have alternative sources of finance through, for
example, public listing and issue of financial papers - one large developer
is in the process of arranging a multi-billion dollar five-year loan facility
which was several times oversubscribed.

Joint bidding in land auctions

43. Major property developers often formed consortia to bid for large
lot sites. On one occasion, in the first land auction of the 1994/95
financial year, a joint venture of more than a dozen property developers
was formed to make an uncontested bid for two residential sites at well
below the expected market price.

'8 The approval time has reduced to 259 days in 1995 from 288 days in 1992 for a
straightforward modification lease, and to 808 days in 995 from 1032 days in 1992
for a more complicated land exchange case.
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44, In theory joint bidding could help small developers with limited
individual resources. However, small developers were less successful in
finding bidding partners and are less able to bear the transaction costs
involved in joint bidding than the large firms. As for foreign companies, a
major Singapore company was recently successfu’ in bidding for a Mass
Transit Railway Corporation site in partnership with two local developers.
In this case, joint bidding enhanced the competitive environment.

Forward assessment of market contestability

45, The market structure since 1995 has not and, from the information
available to the study, does not appear likely to alter in a way which will
greatly improve contestability in the foreseeable future, with the
exception of the end of tendering restricted to holders of Letters A and B.
This was based on the need to honour historical commitments and will
cease after June 1997. The Government has made arrangements for the
redemption of all outstanding Letters A and B by June 1997. These
arrangements are in the form of exchanges and legislation. Also, many of
the big developers will have to commit huge funds for the development of
sites above the new airport railway. This may reduce their appetite for
smaller sites and increase the opportunities for smaller developers to take
part in development of non-airport railway sites in the next few years.

46. Otherwise, there is little change in the market fundamentals:
residential land supply is still subject to great constraints; and developers
still have land banks comprising a gross floor area of approximately 70-80
million sq.ft. (although these sites need approval to develop for residential
use). Big developers still have easy access to capital as shown in the
example cited in para. 42 above.

Competition from other sectors of the housing market

47, To assess the level of competition in the market we also
considered other providers of housing and how far they exerted
competitive pressure on the private sector developers and provided a
substitute for potential purchasers of new private housing.

Secondary property market

48. The private housing market consists of new and second-hand
property. The latter is a much bigger market with a larger trading volume,
accounting for 60-70% of the annual property sales volume between
1985 and 1994."7 However, the fact that most cwners of second hand
property only own the one unit they occupy means that the influence of
individual owners selling property is much smaller than the influence
which developers owning whole blocks of units can exercise in the
market. The substitutability is discussed in detail in chapter b.

' Based on HKPU consultancy’s research on assignments of private housing units in the
Land Registry.



Chapter 2: Market Structure 2-12

Public sector housing

49, Between 1981 and 19895, an average of 70,600 housing units
were produced per year. Public housing, including rental flats {39%) and
sale flats {19%) comprised on average 58% of the total new housing
supply with the private sector making up the remainder.

50. Access to the public housing sector is restricted to people whose
income falls below a certain level - a level at which it would normally be
difficult for them enter the private sector housing market.'® In this way,
public housing is designed to supplement the private sector market rather
than compete with it, and there is little substitutability between them.

51. Public sales flats which the owner is entitled to sell after a certain
period, should, over time, increase supply in the secondary housing
market. The Housing Society is building more public sales flats'® to
private sector design standards, and has recently reduced the time which
must elapse before these flats can be sold on the open market from 10
years to 5 years. In time, these units could become plausible substitutes
for new private housing and exert competitive pressure at the lower end
of the market. However, the impact will be smali given that public sales
flats of this standard only account for 5-6% of the annual housing supply.
Owners' willingness to sell their flats will depend on whether they have
the inclination and ability to find other accommodation. That is also very
uncertain.

52. Flats provided by the LDC on redeveloped land are available to
home buyers. While these again may provide an alternative to private
housing supply in the medium term, the LDC's partnerships with three
major developers for the construction of 8 projects means that these
projects currently provide more extra business than competition for major
developers. At present, 11 out of 26 LDC's development projects20 are
or were {some projects have been completed) joint ventures. The rationale
for LDC forming joint ventures with private developers is that LDC will
benefit from the professional expertise, manpower and financial resources
of the private sector in handling very large projects. The Government’s
recent policy statement on Urban Renewal proposes that the LDC should

B A possible exception is Sandwich Class housing. These are public sales flats for
households with an income of $25,001-$50,000 per month. Approximately 3,000
Sandwich Class houses constituting 4% of annual new housing supply are available
each year.

¥ including Sandwich Class Housing Scheme, Flat-for-Sale Scheme and Urban
Improvement Scheme units.

20 Including projects completed and those under construction / acquisition / planning
which comprise a total of 53,658 m? site area, i.e. about 46% of LDC's total site area.
Of these 11 projects, 5 projects related to residential/commercial uses and the rest of
them were commercial or government/institution & community facilities.
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continue to seek joint venture partners.21The guestion of whether LDC
should function in the same way in future, particularly given LDC's
stronger financial position and increased experience in property
development, is worth consideration.

53. Finally, the Government has introduced initiatives to encourage
better-off public housing sector tenants to move into the private sector
housing market, by, for example the offer of interest-free Government
foans which started in 1992/93. This increases demand for private sector
housing at the bottom end of the market. In a recent development
located in the New Territories by for example, 25% of purchasers were
public sector tenants.?? It does not increase competition in the private
housing market - income eligibility restrictions and the 7-year waiting list
mean that while private sector housing is substitutable for public sector
housing, the reverse is not true, i.e. substitutability only exists in one
direction.

Rental

54, People's aspiration to buy their own home means that rental is
very much the second choice by Hong Kong residents. The number of
households living in private rented accommodation shrank from 45% of
the total number of households in 1971 to about 15% of the total in
1994.>  We do not consider this a substitute for the majority of
permanent residents seeking accommodation in the private sector.

Conclusion

55, Although there is no statutory provision restricting entry to the
residential property development market, the market is currently not very
contestable and competition with other sectors of the primary market is
limited. In this context, the high degree of market concentration is a
cause of concern as-it gives developers more influence over housing
supply and may raise the risk of possible abuse of market power in future.

58. There are a variety of responses available. The US anti-trust
approach is to break up the big companies as, for example, it broke up the
telecommunications giant AT&T. The Council's approach is not to enforce
divestiture of major developers but to increase competition by lowering
the barriers to market entry. By making adjustments to the land disposal
process and development control mechanisms, it would be possible to
reduce the barriers to competition without the need for expensive
Government subsidies or increased Government intervention.

2! Urban Renewal in Hong Kong: Planning, Environment and Lands Branch, June 1996
22 45 estin}ated by the developer, Sun Hung Kai.

23 Figures for 1971-91 are based on Annual Digest of Statistics; figure for 1994 is HKPU
estimation based upon various Government sources.
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Chapter 3
Market Behaviour and Performance

Introduction

1. Like any commercial enterprise, developers adopt market strategies
which they believe will most effectively increase profits and reduce
commercial risks. Market strategies or behaviour is largely affected by
the market structure which we discussed in the previous chapter.

2. Developers operating in a market with an abundant supply of land,
for example, would be unlikely to adopt the sare commercial strategies
as developers operating in a market with a restricted fand supply like
Hong Kong's. To take another example, participants in a market with low
barriers to entry like, say, mobile phones where there is a continual threat
of a new manufacturer suddenly launching a cheaper or innovative
product, would behave differently from participants in a market with high
barriers to entry and long production time like the Hong Kong property
market.

3. The Consumer Council's object in this study is to seek to establish
whether or not any of the:

a) marketing,
b} pricing, or
c) supply strategies,

or other aspects of developers' market behaviour had the effect, intended
or otherwise, of reducing competition in the market and affecting
consumer interest.

4, Our analysis is based on a series of case studies carried out by the
consultancy team over the period 1990-95 and the Council's own further
studies of the market from the end of 1995-96. We compare the
behaviour observed with the behaviour one would expect in an economic
model of a market that was fully competitive. Market performance
{profitahility) is also discussed.

Marketing Strategies

5. Three case studies were conducted in Tseung Kwan O, Ma On
Shan and Lam Tin of eight residential developments, analysing four
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developers' sales programmes from 1990 to 1995 (Annex 6A). These
revealed:

a) Alternating sales - the public sales programmes of the
developments alternated with those of competing sites, i.e.
properties of a similar class in locations nearby.

b} Release of residential flats in batches, rather than all at once.
Alternating sales

6. The case studies show that there is seldom confrontation in timing
between the public sales of housing units. In the Ma On Shan case, when
the market slumped last year, Henderson's Sunshine City, Nan Fung's Ma
On Shan Centre and Cheung Kong's Bayshore Towers competed by
lowering prices. However, the new prices were announced not at the
same time but a week or more after each other.

7. In another three case studies {covering 1994 to 1996, i.e.
including an 18 month period of declining market prices) of developments
in Tai Po, Yuen Long and Shatin, flats in different developments were
generally released for public sale at different times, even though the
products varied in terms of location, type of development and range of
unit size {Annex 6B).

8. In a highly concentrated market, particularly within different
classes of property or market niches, not releasing flats at the same time
as a competitor similarly allows possible monopolistic pricing of new units
and reduces consumers’ ability to make value for money comparisons.
Due to the lack of a central source of detailed sales information we do not
know how often alternating sales occurred in the market as a whole, nor
how it happened. However, developers said that the supply of
comparable products in the vicinity was one of the considerations taken
into account by developers in deciding their sales strategies.

Release in batches

9. Property prices increased by a couple of percentage points for each
new batch in rising markets. In the Laguna City development at Lam Tin,
a total of 1,488 units, about 90% of the total supply, were put up for
sale on the open market in four batches over a period of nearly 2 months
(25.1.91 - 18.3.91}). The price of the flats increased by an average 8%
each time. Only releasing a certain number at one time has also been
common practice in the period from mid-1995 to the present.

10. For developers, releasing residential flats in batches tests market
reaction. But this has the effect of regulating supply which is a form of
price discrimination. Price discrimination enables firms to charge different
prices to different groups of buyers (for example, to sell additional units
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put out for sale at a later date at higher prices). It would not be possible
in a highly competitive market because other developers would fill the
supply gap. In the booming market conditions prevailing between 1990
and 1994, release of flats in batches enabled developers, to some extent,
to influence market sentiment by fuelling expectations of even higher
prices for the units yet to be released.

Effect on consumers

11. In sum, the limiting and regulating of supply meant less choice for
consumers, higher prices, little chance to make price comparisons and, in
rising markets, encouraged a 'hothouse' market atmosphere. In the
market climate prevailing in the early 1990s, consumers were so anxious
to secure property that overnight queues for properties which had not
been completed, and the sale of all units put up for sale on the first day,
were frequent occurrences.

12. Developers contend that such technigques were in practice the
result of heated competition among developers. It is likely that this
heated competition is the result of interdependence under an oligopoly (a
market with a limited number of participants holding a dominant share). If
that were the case it would reflect imperfect market competition and not
be in consumers' best interest.

13. The effects of these two strategies on consumers were
compounded by speculative activities in the market {discussed in chapter
4) and the lack of information available to consumers from developers
about their sales plans. While Government could provide some
information about the number of units for which consents to sales had
been granted each month, this did not give consumers a clear signal about
when those units were likely to come onto the market as developers are
free to decide when to put the property up for public sale. Developers
only need to have sales brochures available 7 days, and price lists 3 days,
before public sales of consent scheme developments. There is no similar
requirement for non-consent scheme developments. The importance of
information to consumer choice and the efficient operation of the market
is discussed further in chapter 6.

Market prices

14.  The study looked at the relationship between prices in the first-
and second-hand housing markets, to assess how much influence
developers might have had on price levels in the private housing market
as a whole.

15. Developers had direct control over prices in the primary market for
new units. Although these comprised only 3-5% of the total housing
stock between 1985 and 1994, sales of new housing units accounted for
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30-40% of the total transaction volume'. The consultancy team found
that the relationship between prices in the primary and secondary markets
was interdependent. In the case studies, developers appear to have set
prices with reference to similar property in the location (if such property
existed), physical attributes of the new development, and, to a lesser
extent, pricing by competitors. Pricing of the new units often tended to
set a benchmark for similar, second-hand units in the same locality. The
influence of the prices of new units on similar units in the second-hand
market was likely to be greater in a rising market.

16. In the market slump, some projects, such as Sun Hung Kai's Royal
Ascot Phase 2 and Cheung Kong's Kingswood Villas Phase 5 have
lowered their prices2 to approximately the secondary housing market price
level. These are examples of competitive behaviour which may in turn
have caused prices in the second-hand market to drop further.

17. Developers' moves to sell their properties at prices below the
second-hand market prices are believed to be prompted by a need to
accelerate cash returns. Most developers still have many developments in
the pipeline (eg, projects referred to in paragraph 21 below) and are taking
on massive new projects like the airport railway station complexes.

18. During the first quarter of 1996, a number of new developments
were released for sale with most at notably higher asking prices as
developers moved from undercutting market prices to offering new units
at a premium to secondary market levels.

19. The pre-sale market for new properties acts in some respects like a
property futures market where investors feel they can achieve their
investment objectives more efficiently, and where price discovery takes
place. Price information is then transmitted to the market in completed
new units and the secondary market. In many instances, trading in these
“futures” markets surpasses that in the secondary market, at least for a
specific location within a given period of time. In these cases, the pre-
sale market transactions set market prices.

Supply of units to the market

20. Developers' pivotal role in the conversion of land into housing
supply is discussed in chapter 4. Here we look at whether developers'

' Based on HKPU research on assignments of private housing units in Land Registry.

2 The concessionary price offered in Royal Ascot Phase 2 was only available to purchasers who
selected to pay the full prices immediately for flats which were not ready for occupation until 10
months later.
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commercial behaviour was to make units available to the market as fast
as possible.

Completion of projects

21.  Since the market downturn in mid-1995, information available from
Government indicated that major developers on occasion completed
projects later than Government's estimated completion dates.® For
example, production of 9 projects involving 10,400 units by five major
developers due to be completed in 1996, has been rescheduled until the
beginning of 1997. Thig includes two projects which have exceeded the
completion dates as specified in the building covenant.

22. Three developers of projects involving about 6500 units have
responded to our enquires as to the cause of delay. One developer said
that the slippage in the estimated timetable for completion of its two
projects was caused by a technical problem and a problem with the
foundations respectively. Another one said that his development projects
would be on schedule. A third developer said pre-sale consent was not
yet available. It should be noted that pre-sale consent is dependent on
progress made in developing a project. It is unclear in this last case
whether failure to gain consent was a cause or effect of slippage in the
estimated completion date. (For details of other replies, see Annex 7.)

Vacancy rates for developers' new units

23. The Rating and Valuation Department's last quarterly survey
showed that long-term vacancy rates (the proportion of flats vacant one
or more years after completion) at the end of 18995 were significantly
higher among flats owned by developers than vacancy rates in the market
overall - 11% of about 17,300 units completed in 1993 were still
unoccupied in the hands of developers, i.e. more than two years after
completion, and 9% of about 27,500 units completed in 1994, were
unoccupied in the hands of developers , i.e. more than one year after
completion. These were properties for which consent to sale had been
issued.

24. This compares to a steady 4% vacancy rate for property in the
market overall. In 1995, the overall vacancy rate was 4.1% of the
885,700 units in the market as a whole.

25.  Without more information it is not clear how far these figures
reflect developers not putting units onto the market and how far they
reflect developers putting units onto the market at too high prices, ie

3 Based on information from the Rating and Valuation Department. The reported completion dates

are based on information derived from Buildings Department returns, architects’' and developers’
plans and returns, and/or site visits by Government officials.
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prices above the level of market demand and affordability. These prices
were sometimes the same or slightly below secondary market prices.
Demand may have been affected in some cases by:

a) less accessible locations (vacancy rates were considerably
higher in these areas than the market as a whole (chapter
5, paragraph 286 refers)) or developments of lower building
guality; and

b) in a weak market, lack of consumer confidence and
expectation of falling market prices.

26. Developers were free to respond to slow demand by lowering
prices further. When prices at certain sites were significantly lowered,
units sold very quickly. The high vacancy rates could be reduced if prices
were lowered or purchasers entered the market instead of holding off,
expecting a fall in market prices. High vacancy rates or downward price
rigidity is unlikely in highly competitive markets. Such a situation if
lasting for a long period is against the interests of potential home
purchasers.

Timing of sales after granting of consent

27. The study also analysed the proportion of units developers put out
for sale in the market after the issue of consent to sale. In the period
January 1994 - May 1996, the Government issued consents for the
presale of 57 residential developments involving 40,040 housing units. Of
these, only forty percent of units, about 17,150 units, were put up for
sale in the market within a 29-month period4. The other 22,890 units
{67%) have not been put onto the market. This may be a reflection of
market conditions and may partly be due to developers reserving units for
internal sale. However, internal sales are restricted to a maximum of
10%. If units are not promptly released for sale, the supply of new units
to the market will be limited.

28. We observed that the time gap between when the developers of
the aforesaid residential developments received the consents to sale from
the Government and when they put out their units for public sale was
quite lengthy. Only 7% of the cases were put out for sale within a month
of the granting of the consent. On average, the time gap was about 120
days and in five extreme cases, the time gap was over 540 days (Annex
8). The long period between sale and consent may distort the effective
supply in the residential property market.

4 Property sale information is obtained from the Hong Kong Property Journal.
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To sell or not to sell

29. Developers have complete freedom to decide when to sell and
developers stressed that “when to sell or not is...a matter of commercial
discretion of the developers in the free market”. Developers say that they
would sell their units as promptly as possible. However, the observations
show that this may not always be the case.

30. Economic theory dictates that 'a monopolist maximises profits at a
lower level of output than would prevail under competition. High profits
and low output are different sides of the same coin.'® It has been
suggested that developers holding onto housing -supply, i.e. lowering
output, either by not putting units up for sale, or by not lowering the
prices significantly, would not benefit developers because of the interest
charges incurred while the flats were empty. While interest rate charges
are obviously a vital consideration, it may be that the benefits of
withholding completed flats for a short time nevertheless outweigh the
costs. The following may be relevant considerations:

a) prices of properties have an effect on the corporate net
worth of a developer. The worth of developers with huge
land banks is affected by the prevailing market value of the
land held. If prices are not maintained, the value of their land
bank (and net corporate valuation) would fall. Developers
have said that they base their sales strategies on the result
of sales exercises to test market reaction, the implications on
their corporate performance and share prices, and the current
market circumstances; :

b) unlike in 1984, developers now have low gearing or bank
debt ratios. The need to realise the value of their assets
(cash flow) immediately may be only one of several
concerns. If a developer can afford to bolster market
demand in the face of a 70% ceiling on bank mortgages by
offering top-up loans or deferred payment schemes (chapter
5 paragraph 19 refers), it would have the financial means to
withhold flats from the market for limited periods;

c) the cost of bank interest would primarily depend on land
costs, which are the biggest single cost element. In the case
of land acquired by Letters A and B, the cost of the land
would have been much less than for land acquired by public
auction (paragraph 34 refers).

31. The effect on consumers of units not being put up for sale, or
prices not being lowered, is reduced choice and lack of competitive
pricing. For this reason, practices which restrict supply in jurisdictions

5 Chapter 9 of Encyclopedia of Competition Laws, Sweet and Maxwvsell, 1987-36.
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with competition law may attract the attention of competition
authorities®. The supply consequences of a slower than expected output
of units on the market are discussed further in chapter 4.

Market Performance

32. The most obvious risk associated with market dominance is abuse
of market position by charging 'unfair prices'. It is difficult to define
unfair prices, except that in vague terms fair prices represent costs plus a
'reasonable’ rate of return. In the UK, therefore, since unfair prices can
be expected to result in excessive profits, the Monopolies and Mergers
Commission tests for unfair pricing by scrutinising profit levels and
comparing them with average returns on capital. [n reaching a decision
on whether pricing is unfair, it takes into account a number of factors
including the degree of risk involved, the amount of competition in the
market, the level of investment required and the dominant firm or firms'
efficiency. In this study, we also looked at the level of profits in the
industry through case studies.

33. We studied the comparative profitability of Hong Kong's major
residential developers in terms of:

a) the price-cost margin at individual project level; and

b}  the actual rate of return and the competitive risk-adjusted
rate of return for developers at corporate level.

It should be noted that we did not have access to detailed cost
information from developers or the capacity to undertake a comprehensive
efficiency audit of the industry.

At project level

34. At project level, thirteen residential developments completed
between 1980-95 by nine developers were analysed {Annex 9). They
revealed wide estimated profit margins. The land costs of Letters A and B
tendered sites generally constituted 10-20% of the price of a unit,
whereas the land costs for publicly auctioned land amounted to 30% to
50% of the price of a unit. Profitability appeared to be especially high
when developers acquired the housing sites by means other than public

5 Actions which are prohibited or give rise to investigation by competition authorities vary from
country to country but have included, for example, price fixing, price discrimination, division of
markets, interlocking directorates. The scope of various competition laws will be discussed in
the Consumer Council's forthcoming report on competition policy.
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auction. For Letters A and B’ tender sites, the estimated profit margins
for developers ranged from 77% to 364% of the total estimated
development costs. For lots obtained by public auction, the estimated
profit margins ranged from 6% to 109%.

At corporate level

35. The Capital Asset Price Model (CAP-M) was used to estimate
development companies’ profitability. This model provides a risk-adjusted
rate of return as a benchmark with which to compare companies’ stock
returns.

36. While profits seemed to be highly uncertain in the early 1980s
with a number of players failing to survive market downturns, in the
period 1985-95, all four major property development companies being
studied appeared to perform much better than the overall stock market
{column b of Table 3). This was after substantial reinvestment in new
land acquisition. All four companies appeared to provide a risk-adjusted
return above that of the stock market at the given risk level (column ¢ of
Table 3). Since stock return reflects long-term company profitability,
excess stock return can be interpreted as reflecting a company’s ability to
generate exceptional profits.

Table 3; Measurement of Profitability of Property Development Companies
against the Hang Seng Index, 1985-95

(%)
Company Average annual | Average excess Average risk adjusted
return return over HSI excess return
(a) (b) (c)

Cheung Kong 2.91 1.07 13.77

Sun Hung Kai 2.51 0.67 2.58
Henderson 3.63 1.69 12.45

Sino Land 3.24 1.40 6.36

Hang Seng Index (HSI1): 1.84

Note: Column {b) displays the difference between actual annual returns by companies
and HSI.

Column (c) displays the difference between actual annual returns by companies
and CAP-M estimated return.

7 Letters A and B mean a land exchange entitlement granted by the Government in consideration
of the surrender of any agricultural or building tand in the New Territories to the Government.
Most of the Letters A and B were acquired by a handful of developers in the 70s and 80s.
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37. The above corporate profitability analysis included, in most
instances, the company’s investments in other businesses within and
outside Hong Kong. One company made losses on its overseas
investments which meant profit margins were much lower than returns
from local property investment at project level.

38. Nevertheless, the two analyses show that for large companies
property development has been a very profitable business both at project
level and corporate level. At project level, the timing and means of
acquiring land, market environment, and the timing of sale of property
units, and at corporate level, past corporate decisions, choices of
individual developers, market forces and luck were important factors in
determining the level of profits achieved.

Conclusion

39. We observed that the level of market competition and developers'
strategies and behaviour varied according to the market environment.
Developers competed fiercely with each other at times, for example in
bidding for building lots, especially when the market was rising. There
were even occasions when developers entered into litigation with one
another. This might be taken to signify a highly competitive market but
could also signify interdependence under an oligopcly.

40, It is important to note that the study found no evidence of
collusion between developers in Hong Kong, nor did it think collusion was
likely to occur. However, this does not mean that individual companies’
strategies could not either now or in the future have anti-competitive
effects.®

47, The sales techniques, pricing strategies and profit levels observed
are all legal in Hong Kong, and make perfect business sense in a market
characterised by high concentration of market power. The scarcity of
tand, heavy demand for new property aggravated by the segmentation of
the first and second markets, and high entry threshold explain why these
market strategies would be the 'right’, or most commercial strategies
from the point of view of the major developers. However, they would
have been difficult to sustain in a market where there was a real threat of
new entrants or competitors filling the supply gap in between sales.
Developers were acting honestly and commercially in the given
circumstances. But the fundamental issue is the market structure which
enables developers to exercise market power.

8 UK competition law, for example, covers the situation in which a group of firms, between them
representing a dominant segment {25%) of the sector, could engage, intentionally or otherwise,
in a set of common practices or parallel behaviour which operates in an anti-competitive way. It
terms this a "complex monopoly".



Chapter 4: Land and Housing Supply : 4-1

Chapter 4
Land and Housing Supply

Introduction

1. This chapter examines the ability of land and housing supply to
respond to changing market demand. A prompt response to market
signals and efficient land conversion process would help ensure an
adequate future supply of property and, by making the supply more
predictable, stabilize property prices. We look at:

a) the overall availability of land, constraints on new land and
alternative sources of supply,

b) Government forecasting of housing need and production,
and
c) the efficiency of the land conversion process - to see how

quickly and fully land supply is translated into housing units
on the market.

2. We also refer briefly to the role of public housing supply in fulfilling
housing need.

Availability of Land

3. The Government, as the sole supplier of land, directly controls the
availability of land for property development through:

a) sale of new land,
b) approval of re-development, and
c) control of rezoning of land.
New land
4, The key constraint on the availability of housing in Hong Kong is

the very limited supply of land suitable for housing as a result of hilly
terrain and the territory's small area. New land mainly comes from
reclamation and the opening up of new areas. The pace at which new
fand can be supplied is therefore subject to constraints such as transport,
infrastructure capacity and environmental concerns.



Chapter 4: Land and Housing Supply 4-2

5. The following table shows Government land disposal figures for
private/commercial and assisted housing purposes over the period
1985/86 to 1996/97. It is observed that the annual residential land supply
has varied from 40 to 80 hectares per year (except the low level of land
supply in 1985/86). Maintaining a supply of land capable of meeting
anticipated demand is critical to maintaining a steady supply of property
units.

Table 1: Government Land Disposal Figures, 1985/86 - 1996/97

{unit: hectares)

Year Residential / Commercial Assisted Housing Total
High Low Sub- HOS SCH | PSPS | HKHS | Village | Sub-
Density | Density | total Houses | total
Resid.

1985/86 9.17 0.54 9.71 / / / / 2.90 2.90 | 12.61
1986/87 16.20 1.00 17.20 6.00 / 11.26 / 3.00 [ 20.26 | 37.46
1987/88 20.65 3.50 24.15 10.52 / 6.97 / 2.00 19.49 | 43.84
1988/89 | 21.34 1.98 23.32 | 13.17 / 3.81 2.70 3.00 | 22.68 | 46.00
1989/90 | 19.44 3.60 23.04 { 12.15 / 5.C4 Q.00 2.00 [19.19] 42.23
1990/91 16.00 3.00 19.00 | 11.08 / 7.58 0.60 2.00 [ 21.26 | 40.26
1991/92 | 20.55 3.65 24.20 | 16.43 / 6.57 0.08 2.00 [ 25.08 | 49.28
1992/93 20.42 2.61 23.03 14.17 / 3.C7 2.56 2.00 21.80 | 44.83
1993/94 | 18.38 / 18.38 | 16.09 | 4.80 | 1.57 3.17 2.00 [ 27.63] 46.01
1994/95 26.95 5.95 32.90 20.74 9.29 2.75 3.59 3.00 39.37 | 72.27-
1995/96 | 37.70 5.49 43.19 | 18.59 | 3.10 | 13.62 ] 1.69 3.00 | 40.00| 83.19
1996/97 | 38.43 6.08 4451 | 26.62 | 1.70 | 10.49 ] 0.83 3.00 [42.64 | 87.15
Note: HOS - Home Ownership Scheme

SCH - Sandwich Class Housing Scheme

PSPS - Private Sector Participation Scheme

HKHS - Hong Kong Housing Society
Source: Lands Department.
6. After the Government Task Force on Land Supply and Property

Prices report in 1994, the Government has taken progressive steps to co-
ordinate efforts in producing more new land and in recent years annual
land supply has increased in scale. In 1995/96 and 1996/97, most of the
residential/commercial land supply will be on sites associated with the
airport railway. Other measures proposed include a land inventory system
and a one-year land reserve in order to cater for unanticipated changes in
external demand. The relevant Government departments are
implementing these proposals, though we have yet to see the results of
the land inventory system. The recommended increase in the land supply
in future years means that Government needs to allocate more resources
to the land development control process to cope with the subsequent
increase in development activity.
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7. The study notes the Government’s continuing interest in revenue
from land sales (in 1994/95, land sales accounted for 11% of total
government revenues). That creates an incentive for the Government to
keep residential land supply as close to assessments of demand as
possible, and adjust its carefully planned disposal programme if bids for
land lot do not reach the reserve price. For example, in 1994, one
residential land site with a site area of 8,400m? (about 7% of the total
disposal programme for the year) was withdrawn from the land auction
when the land lot failed to reach the reserve land price (Annex 4). The lot
was re-auctioned at a later date. N

8. By controlling supply, the Government can influence land prices,
and continue to obtain budgeted revenues from land sales.

Sino-British Joint Declaration

9. Another restricting factor in recent years on the availability of new
land has been the 50 hectares annual limit laid down in the Sino-British
Joint Declaration (chapter 2, para 6). This limit could be exceeded, but
not without approval from the Sino-British Land Commission. Since the
setting up of the Land Commission, the approved land disposal quota has
exceeded the 50 hectares limit, inclusive of ell land. The amount of
residential land approved since 1987/1988 has exceeded 40 hectares,
and has increased from 72 hectares in 1994/1995 to 87 hectares in
1996/1997.

10. The Declaration also requires the Government to seek the Land
Commission’s annual approval for all aspects of the land disposal
programme including land allocation, development intensity and timing. It
is therefore difficult to make any subsequent modifications. Largely as a
result of this, the Government only announces its land disposal
programme one year in advance, even though it has internal forecasts of
land sales for the next five years.

11.  This lack of long-term information about land supply is a barrier to
new entrants, especially foreign investors who might need a longer
planning period to enter a new market, and provides opportunities for
speculation because potential buyers are unsure about future supply.

Redeveloped land

12.  With constraints on new land supply, there is an increasing need
for more efficient use of existing sites. There is an imminent need to
address the issue of re-development and urban renewal. According to the
Government’s policy paper on Urban Renewal “in 10 years time, more
than 40% (about 260,000 units) of the private housing stock in the urban
area will be over 30 years old and reaching obsolescence.” Joint venture
opportunties between property developers and owners of dockyards,
power stations and oil depots for the purpose of building large housing
estates are more difficult to come by.
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13.  The change in Hong Kong's economic base from manufacturing to
service industries and the relocation of many Hong Kong-owned factories
to southern China, has created considerable scope for building new
housing projects on redeveloped land.

14. The scope for reusing land for residential purposes has not reached
its full potential with a considerable number of industrial buildings or sites
lying empty in Kwun Tong, San Po Kong, Tsuen Wan and other areas.
The main obstacles to the use of these areas for housing are zoning
restrictions, land resumption costs, and the need for infrastructure {roads,
water and sewerage) or environmental improvements ({landscaping of
degraded areas) at some sites.

15. Other countries which have experienced declines in their
manufacturing sector, like the UK, have provided fast-track or simplified
planning procedures for large tracts of disused industrial areas and grants
for treating contaminated land to encourage private sector re-
development. They have also invested in substantial environmental
improvements to make such areas suitable for residential use.

16. The Government has already taken a number of initiatives,
including re-zoning of certain non-residential land for residential purposes
and establishing the Land Development Corporation for urban renewal, to
increase the contribution from redeveloped land. According to the
Government Task Force on Land Supply and Property Prices, redeveloped
land from lease modifications and fand exchanges accounted for 174
hectares in 1993, compared to the 25 hectares of new land provided for
residential and commercial use. Since 1990, redeveloped land has
accounted for approximately 2/3 of new private housing.

17. The Consumer Council welcomes the Government’s “Urban
Renewal” policy announced in June 19986, to facilitate and expedite urban
renewal, in particular to “achieve better utilization of land in the urban
area by thinning out population from over-crowded areas and making land
available to meet various development needs including housing.” !

! Urban Renewal in Hong Kong: Planning, Environment and Lands Branch, June 1996.
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Availability of Housing Supply

Government housing strategy

18. The Government has what it describes as a "private sector-led
housing s'cra'cegy."2 This means that the Government estimates housing
demand and supply, but the private sector decides how much and when
to supply residential property through its purchases of land and land
entitlements. The Government aims to meet the remaining housing
requirement through public sector housing.

19. This has several important consequences:

a) if forecasts underestimate future levels of housing demand
and supply, or '

if the supply of houses is restricted further down the line,
i.e. houses are produced but not available on the market,

there will be a shortfall in housing supply;

b) the public housing supply has to expand to fill housing
needs unmet by private housing supply. If for any reason
private housing supply is restricted, the taxpayer has to
pick up the tab;

c) on the other hand, increased private housing production and
a more efficient private sector housing market (leading to
better allocation of housing resources) would relieve
pressure on the public housing sector and taxpayers.

20. The public housing sector in Hong Kong is currently one of the
largest (58% of total housing stock) in the developed world.® It is
therefore vital that the private sector has sufficient land supply and that
the market is fully competitive to ensure land is converted into available
housing units as efficiently as possible, at affordable prices.

Housing demand

21. Housing demand has increased as a result of demographic changes
within Hong Kong and external demand. The average annual household
growth rate according to HKPU's analysis was 3.2% between 1971 and
1991. Increased household formation has been due to marriage,
decreases in household size, and changing household composition. On
average, about 36,700 new households were created each year over the
period.

2 Andrew Wells, Deputy Secretary for Housing, at 'Housing a Quality of Life' Forum, 6
May 1996.

3 Larger for example than the public housing sector in Japan, the US and the UK.
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22. Meanwhile, investors from China and overseas, seeking to take
advantage of the buoyancy of the property market, also bought property
in the territory. Hong Kong is such an open economy that anyone,
whether local or foreign, resident or non-resident, who is interested in
buying property can have easy access to it. The 1992 -1994 boom in the
property market was, for example, believed to be fuelled by the negative
real interest rates and an influx of foreign investors.

23. It is therefore very difficult to make accurate assessments of
housing demand. However, the continued high prices for private housing
compared to average income, and long waiting times (an average seven
years between 1985 and 1995) and waiting lists for public housing, as
well as household formation rates, show that supply has consistently
lagged behind demand in the residential property market.

Private housing supply

24. The following table compares the supply estimates published by
the Government based on developers' production plans and the Rating
and Valuation Department’s estimates, and actual supply of private
domestic units in 1980 -1995. ‘

Table 2: Actual and estimated number of private residential units
produced in 1980-1995

Year Actual Supply Estimated Supply Difference % Difference
(a) te) (a)-(b) {(a)-(b)}/(a)

1980 24,490 28,370 -3,880 -15.8%
1981 33,475 33,880 -405 -1.2%
1982 23,140 27,310 -4,170 -18.0%
1983 21,620 24,080 -2,440 -11.3%
1984 22,270 20,225 2,045 +9.2%
1985 29,875 30,185 -320 -1.1%
1986 34,105 37,140 -3,035 -8.9%
1987 34,375 38,600 -4,225 -12.3%
1988 34,470 37,700 -3,230 -9.4%
1989 36,485 37,655 -1,170 -3.2%
1990 29,400 27,415 1,985 +6.8%
1991 33,400 32,545 855 +2.6%
1992 26,220 33,610 -7.290 -27.8%
1993 27,670 37,326 -9,656 -34.9%
1994 34,170 33,361 809 +2.4%
1895 22,620 26,164 -3,644 -16.7%
1980-95

average 29,240 31,590 -2,350 -8.1%

Note: Estimated data is compiled in respect of all known development and re-
development sites in the territory in accordance with information derived from
Buildings Department returns, architects' and developers’ plans and returns, Rating
and Valuation Department's estimates and/or site visits.

Source: Hong Kong Government Property Reviews, various issues. -
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25. In 12 out of the 16 years to the end of 1995, actual supply fell
short of published estimates. Shortfalls in private housing production
occurred in rising as well as falling markets. The historical 16-year
average of private residential sales flats was about 29,000. However,
below average supplies were found in 7 years i.e. 1980, 1982-1984,
1992-1993, 1995. The discrepancy between estimated and actual
supply ranged from +9% to -35%. This supply lag, coupled with
restrictions on the supply of housing units further down the line, may
have contributed to the rise in property prices until mid-1994,

26. The Government has also had to adjust estimates of supply in
current and forward years.4 The original forecast of 27,272 units to be
completed in 1996 has been revised to 19,090 units, 30% lower than the
original forecast. The 1996 forecast is the lowest level in more than 16
years and 35% lower than the historical 16-year average. It is a
particular cause for concern. Nor is private housing supply in 1997 going
to improve much. Government's latest estimates show that 26,800 new
private residential units would be completed in 1997,

27. This discrepancy between estimated and actual private housing
supply does not seem to be caused by a shortage of total residential land
supply. Two factors are at play: First, disposal of housing land and
development control on private development are controlled by
Government. Second, the number of flats to be released onto the market
and the timing of delivery of flats are determined by the developers. It
has been suggested that Government knows the development potential of
the sites that have been soid, and how long it would take the private
sector to convert those sites into units. The problem could be due to the
slowdown in private sector production rates. Developers, however,
pointed to the complicated development control process and delays as the
main reasons.

28. Like the release of housing units discussed in Chapter 3, this may
partly come back to the question of the competitiveness of the market.
In a market with effective competition, the cost of the land would make
developers want to convert it into a saleable commodity (housing units)
as soon as possible. The prices of units would go up and down as for any
commodity as supply responds to demand, demand is met, supply
contracts, demand rises again, etc.

29, In theory, under an uncompetitive market, where the supply of
land is restricted by Government or held by a limited number of
developers, developers could control the rate of production knowing that
few other developers would have the capacity to fill the supply gap.
Thus, they could be more confident of future price rises likely to offset

4 Rating and Valuation Department Press Release, March 1996
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the cost of holding undeveloped land (in the case of land held under
Letters A and B entitlements or unrestricted leases) or seek to siow
development of land subject to building covenants. In other words, to an
extent, they could treat the land like a strategic asset, adjusting the rate
of land conversion according to corporate objectives, such as desired
earnings stream, and changes in market prices.

30. An extreme example of this type of market behaviour is the
Central Selling Organization {CSO), which controls most of the world's
diamond supply and will only release diamonds at a certain rate to
maintain prices.

Building covenants

31. There is, of course, much less potential for this type of behaviour
in the market for new residential property in Hong Kong with developers
required to complete property development subject to building covenants
in three to four years. However, the policy provides the opportunity for
developers to extend the completion date should they wish t0.°

32. According to the Government, of the 303 lots sold at Government
auction or by tender since 1 April 1988, the developer applied for and has
been granted an extension in 35 or 11.5% cases. The periods of
extension generally ranged from 3-12 months.

33. The main cause of the shortfall in supply in 1996 is the slippage of
9 develapers' projects referred to in chapter 3 paragraph 22. Of these at
least 2 projects have passed their original building covenant period {Annex
7).

34. The slowdown in housing production rates in 1996 and 1997 may
in some cases be a reaction to the slide in property prices from mid-1994
to the beginning of 1996. Other possible causes of slippage are technical
difficulties with the land, and the time taken by Government to deal with
planning applications and other administrative procedures. A number of
different Government offices and boards are involved, such as the Town
Planning Board and Land Office. Also, for developments dependent. on
new infrastructure, delays in their provision would also delay the
availability of the new accommodation. Transport infrastructure is
managed by the Transport Department which has its own priorities not
necessarily the same as the Lands, Planning and Buildings or Housing
Departments'.

g According to the building covenant in land lease, developers are required to complete
the developments within the specified period. If they fail to do so, they will be required
to pay a premium (2% annual interest rate of the current land value of the site for the
first year delay, 4% for the second year delay, 8% for the third year delay etc.) to the
Government for extensions of completion date.
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Public housing supply

35. The supply of public housing varied from one year to another
(Table 3). According to the Housing Department, the fluctuation in public
housing supply may be contributed by availability of land, and high
concentration of production in the last quarter of some year. Also, if the
production is presented by financial year which is the time frame for
production programme monitoring, the fluctuation will be different and
less prominent. The shift of rental/public sale flat production tage’c6 also
explained the higher fluctuation in public sale flats production - the co-
efficient of variation was 59% which was comparatively more volatile
than public rental production. Notwithstanding these factors, maintaining
a stable production of public housing of meeting demand is a crucial
balancing force to the private housing production.

Table 3: Supply of public sale and rental flats, 1981-1995

{no. of units)
Year Public Sale Flats Public Bental Flats Total Public Supply
1981 7.446 27,210 34,656
1982 2.610 37.081 44,691
1983 8,622 26,993 35.6815
1984 13,195 28,127 41,322
1985 20,206 29,621 49,827
1986 6,480 28,210 34,690
1987 9,758 25,022 34,780
1988 8.802 29,676 38.478
1989 18.276 46,553 65.329
1990 17,518 35.632 53.150
1991 16,826 24,936 41,762
1992 5,740 11.039 16,779
1993 33.109 31.533 64,642
1994 . 4,440 17.098 21,538
1995 14,472 17.349 31.821
1981-85 average 12,860 27,739 40,599
Standard Deviation 1.574 8.626 13.610
Deviation/Average 59% 31% 34%
Source: Statistics on Quarterly Production of Private and Public Flats from the Housing
Department.
36. Demand for both public rental and public sale flats has consistently

exceeded supply over the period. Between 1985 and 1995, the average
waiting time for public rental flats was reduced from 8 years to 7. With
regard to public sale flats, the Home Ownership and Private Sector

® Before the implementation of the Long Term Housing Strategy production target in
1988, public rental constituted almost 75% of the total public housing supply. But
started in the 90s, more Home Ownership Scheme(HOS) flats were built and the HOS
production had thus been increased to about 50% of the total public housing supply.
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Participation Schemes were 6.5 times over-subscribed by green form
applicants (existing public sector tenants) and 17 times over-subscribed
by white form applicants (non-public sector tenants) in the period
February 1978 to April 1895. The Sandwich Class Housing Scheme from
December 1994 to January 1995 was 4 times over-subscribed. These
figures indicate that the public housing sector is unable to produce
housing fast enough to meet the demand from eligible consumers, let
alone spill-over demand from the private sector. Such an acute shortage
of public and private sector housing increases pressure on private
property prices.

37. We note that the average production time for Housing Authority
development of new sites (from site formation/infrastructure to
completion of units) is 7 years, due to be reduced to just over 5 years by

2006. This compares with a current average of 3-4 years for
development of residential sites by the Housing Society and the private
sector.

38. The private sector is involved in the production of 5,000 sales flats
a year through the Private Sector Participation Scheme.

The Land Development Corporation

39. Apart from the Housing Authority, the Housing Society and private
developers, the Land Development Corporation (LDC) is also able to
supply residential units in urban areas through its re-development projects.
In practice, the residential element of urban renewal projects tends. to be
relatively small-scale. Taking into account all completed projects and
those under construction or planned, the LDC will have added 4,593
residential units or 236,388 m? gross floor area’ equivalent to 15% of
annual average private residential unit production since its inception.

40. Residential housing is an important part of urban renewal, but the
LDC will need to have more resources and to make housing provision a
higher priority if it is to become a major player in the residential property
market.

The Government's future plans

41. According to the Government Long Term Housing Strategy,
Government plans to produce 511,000 public and private units between
1995 and April 2001. By averaging these 511,000 units over the six-
year period, it is estimated that 85,160 units comprising 52,660 public
units and 32,500 private units should be produced in each year beginning
1995. However, given the private and public residential completions in
1995 and estimates for 1996 and 1997 (for private units only)} have been
much lower than this, a dramatic increase in both sectors in the years
1998-2001 would be required if the Government's estimated increase is

7 Figures as at May 1996.
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to be realised. This bunching towards the second half of the 6-year
planning period is not ideal in supply terms.’

Vacancy rates

42, Even if the production of new units matches estimates, the supply
of new units available to the consumer may be restricted if vacant
properties are withheld from the market. Vacancy rates in flats held by
developers were discussed in chapter 3. This chapter looks at vacancy
rates amongst new flats as a whole, i.e. those belonging to private
individuals and developers.

43, In 1990-95, the overall vacancy rate for private housing in the
first- and second-hand market ranged from 3.5% to 4.1%, i.e. 26,150 to
40,712 units. The housing stock as at the end of 1995 was around
885,700 units. However, vacancy rates for newly completed flats have
been much higher than 4% during the last few years in the short- and

long-term:

a) short-term vacancy rates. More than 60% (about 18,800
units}) of the total annual supply of about 30,000 new flats
were vacant at the end of the year in which they were
completed for the years 1992-1994;

b) long-term vacancy rates. Up to the end of 1995, the Rating

and Valuation Department's sample indicated that 14%,
14% and 44% of the flats completed in 1993, 1994 and
April - September 1995 respectively, were vacant one to

” Housing supply 1995-97 against long-term target (Rating & Valuation Department
estimates, March 1996)

Government Target Actual | Estimate Estimate |Supply to be
1995-April 2001 1995 71996 1997 realised by
festimated annual figures) 1998-April
2001
Public 316,000 37,680 39,020 n/a n/a
housing units (52.,660)
Private 195,000 22,620 19,0980 | 26,800 126,490
housing units (32,500)
Total 511,000 60,300 58,100 n/a n/a
(85,160)
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two years after completion.8 These are units for which
consent to sale have been issued.

44, It is unclear how many of these properties were vacant because no
home buyers had been found, and how many are being deliberately kept
vacant, i.e. not available on the market. But, given the increase over the
overall vacancy rate and the fact that:

a) there was a strong demand for new units in this period
(reflected in the very high prices for new units in 18992 and
1994); and

b} the length of time for which these units have been vacant;

it is likely that a substantial proportion of the completed units have not
been put on the market. This suggests that even if Government's
estimate of production of private units were accurate, there would still be
insufficient housing supply to meet housing demand.

45, In the past 5 years (1991-1995), the average annual take-up and
number of vacant units for private flats was 24,000 units and 35,200
units respectively. The Government considers that by adding together
new supply and vacant units for private flats, the availability of supply is
sufficient to meet annual take-up. Again, the point is that the vacant units
may not be available as some of units are withheld from the market.
Also, the annual take-up figures only represent the availability of units at
some prices.

Excessive speculation

46. Speculation may be one reason why units are withheld from the
market. With negative real interest rates and strong growth in property
prices over a sustained period, property is bound to attract speculation.

47. While speculation also helps developers to sell their units faster,
bears the risk in times of market decline, and improves market
responsiveness by giving early warning of likely changes in demand.
However, excessive and rampant speculation distorts the supply of the
residential property, ties up economic resources and fuels prices in a
rising market, making it more difficult for the genuine home buyer to buy
property.

48. Speculative activities take two forms: rapid turnover of ownership,
and hoarding of properties. The Government Task Force on Land Supply

8 Rating and Valuation Department's quarterly surveys of long-term vacancy trends in
newly completed units.
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and Property Prices found evidence of widespread speculation in the
residential property market. For example, "about 10% of sale and
purchase agreements (a total of 214,683 agreements) presented for
stamping between February 1992 and March 1994 involved short-term
resales’ and about 23% involved new properties offered for sale after
January 1992" and "about 18% of the units in large developments
completed in 1992 were still vacant at the end of 1994. These are prima
facie cases of hoarding.”

49, The HKPU study for the Consumer Council also found that in the
period 1983-1994:

a) vacancy rates of mid-sized units tended to increase when
prices were above average and decrease with price
decreases;

b) a large number of housing units changed hands within a

short period of time after their first sale, and some of them
changed several times before being acquired by the end-
users; and

c) a substantial number of housing units in the hands of
individual owners were left vacant after completion.

50. We therefore support Government’s initiatives to dampen
excessive property speculation following the report of the Task Force in
June 1994. These include:

a) restricting forward sales to not more than 9 months
{subsequently relaxed to 12 months in January 1996)
before the date of completion; and

b) prohibiting resale of uncompleted units before assignment.

51. These measures, though, are only applicable to Consent Scheme
developments, which roughly account for 70% of new flats.’®  The
Consent Scheme requires owners of developments on new land and some
redeveloped sites to seek Government consent if they wish to pre-sell the
units {i.e. sell them before completion). However, there are other
developments, equally attractive to speculators, which are not subject to
the Consent Scheme,

9 Short-term resales mean resold befaore assignment and resold shortly after assignment.

0 Figure from the Housing Branch.
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Conclusion

52. The study found continued shortfalls in supply of residential
property in both the public and private sectors. The Government has set
up a Working Group on Housing Demand to improve its forecasting of
housing demand. This will seek to incorporate changes in demand arising
from demographic change and immigration. Also, the land made available
for housing in 1995/96 will be double that available in 1994/95.

53, It is not, however, simply a case of better estimates and increased
land supply. The housing units have to be built and, in the case of private
developments, made available on the market, before housing needs can
be met. This would involve Government putting in more resources to
expedite the development control process. Also, at present, the building
covenant in land lease only requires developers of new land to complete
the developments within a certain period of time and to make fit for
occupation. The weakness of this control is that they are:

a) not comprehensive - they do not cover schemes on private and
redeveloped land which do not require lease modification of any
form;

b) provide no mechanism for ensuring units are completed and
released onto the market within a reasonable period:

— if they obtain Government approval and pay the required
interest on the land value of the site, completion can be
delayed;

— developers have to obtain the Government's consent to sell
uncompleted units on Consent Scheme properties, but the
Government provides no incentives or sanctions to ensure
when the completed units are available for sale or leasing
are put up for sale; and

c) the Lands Department only seeks to establish that construction
is in progress and the developer show as a general intention to
complete the building.

b4, As chapter 3 suggested, in a highly concentrated market where
there is a lack of contestability, the observed supply of units made perfect
business sense. Developers have complete freedom to decide when to
release units onto the market. But without appropriate checks or the
threat of new entrants or competitors with the capacity to fill the supply
gap, developers were able to delay production and sales of housing units.

55, Finally, the Government's fand supply policy should take a broad
economic and social view of its management of Hong Kong's land
resource, and adopt a less restrictive, more transparent and balanced
supply policy. It would also benefit the economy as a whole by
moderating the inflationary effects of a tightly restricted supply.
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Chapter 5
Product Differentiation

Introduction

1. There is a very high degree of product differentiation between the
primary and secondary housing markets in Hong Kong compared to other
countries, with a strong consumer preference for new housing units (the
primary market). This is particularly remarkable given the high demand for
property in Hong Kong and the fact that new units account for just 3-5% of
total housing stock.

2. in order to provide for a more efficient housing market, there is an
urgent need to integrate the primary and secondary housing markets. More
substitutability between new and second hand property would enhance
consumer choice and, with regard to competition, reduce the primary market's
share of the housing market. This would reduce the influence of developers
and improve competition in the residential market as a whole.

3. This chapter examines the effects of product differentiation between
these two markets and also between housing units in urban and less
accessible areas. The study concentrates on the underlying reasons behind
consumers’ preferences, in particular the institutional or market structural
reasons, to see how far the apparent imbalance can be addressed.

Segregation Between Old and New Housing Units

4, Leaving aside the physical aspects of a particular unit, the consumers’
main considerations in choosing which home to buy are:

a) tradability and market value of the property; and
b) ability to obtain mortgage finance.
Tradability of older properties

5. The market value of older buildings in Hong Kong is substantially lower
than new buildings partly because of their shorter lifespan, arising from the
shorter period of unexpired crown lease and, in some cases, the poorer
condition of the buildings. This is very different from some overseas countries
where the tradability of properties of fifty or a hundred years old is no
different or, in some cases, even higher than the tradability of new properties.
in the following paragraphs, we examine:

a) methods of certifying the condition of older properties, and
b) building warranties for new properties

to enhance the long-term sales value and tradability of buildings.
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Building certification

6. Under this type of scheme, the condition of existing buildings would be
examined and certified by qualified building professionals at regular intervals.
The professionals use an agreed and standardized evaluation system in
consultation with Government. Such a system is already being adopted in
countries like Singapore.

7. Building certification can give important and objective information
about the property to the consumers. It can also reassure financial
institutions about the quality of older properties. Specifically, building
certification and warranty programmes may help:

a) to conserve and re-vitalize the value of existing housing stock;

b) to improve potential purchasers’ confidence in buying older
properties;

c) to give lending institutions a means of assessing the risk
attached to individual properties, encouraging a more flexible
approach to bank lending for older properties;

d) to encourage owners to maintain and invest in their properties;
and, ultimately,

e) to improve the tradability of older housing units.

8. The Council has received a proposal from the Institute of Surveyors
which could form a useful basis of a Building Certificate Scheme for the above
purpose. The Hong Kong Institute of Planners’ recommendations on urban
rehabilitation, upgrading, refurbishment and re-vitalisation would also help to
improve the market value of older housing stock.

Building warranties

9. These are in operation in most developed countries. Such programmes
protect consumers and property owners, and form part of total quality
management systems in the construction and real estate industries.

10. At present, the effective defect liability pericd for new property in
Hong Kong ranges from six months to one year. However depending on when
and how the unit is acquired, the purchaser may be left with a very short
defect liability period.

11. A higher quality standard will increase the value of the property and
enhance tradability in the secondary market as well as increase acceptability
by lending institutions in terms of mortgages.
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Bank Mortgage Financing Policy

12, In Hong Kong, the predominant share of residential mortgage loans
comes from banks. The Hong Kong Monetary Authority (HKMA) issued a
guideline to restrict banks' lending to property development and investments
to 40% of total loans. This limit includes loans for industrial, residential,
commercial and other properties.

13. According to the HKMA's survey, residential property mortgage loans
constituted around 21.2% of the banks’ loan portfolio in 1994." By including
loans to finance property development and investment, the average
percentage of property-related foans stood at 38.4% between 1989 -1994.
This means that banks have almost reached the top of their limit. As a result,
there appears to be a rationing of bank mortgage lending. There appears to
be preferences to properties in project developments or new units which are
considered low risk, and older properties are considered higher risk.

14. Compared to purchasers of new property, purchasers of older property
have to pay: '
a) larger downpayments. Purchasers of new properties can obtain

mortgages for up to 70% of the banks' valuation for small to
medium-sized flats and 55% for luxurious flats but banks will
typically only lend up to 50% of their valuation on older
properties, leaving the consumer with a substantial capital
outlay. The funding gap is further widened as banks tend to
value older property at lower than the purchase price of the

property;

b) higher mortgage rates. Some banks charge higher interest rates
for loans for older property; and

c) shorter repayment periods. Most banks set a maximum range
of between 20-25 years on the sum of the loan maturity and
building age. For properties over five years old this entails very
high premiums.

15. For example, in Table 1 below, for.a 10 year-oid unit costing $2M, a
purchaser will have to find $1M as a downpayment, compared to $600,000 if
the property was new; pay an interest rate which is 0.5% higher than the
rate for loans for new property, and repay the loan in 10 years. [f the banks
valuation is 10% lower than the purchase price {which is not uncommon), the
purchaser will have to find $1.1M downpayment.

' The HKMA's survey on residential mortgage loans in Hong Kong was conducted in Qctober
1994. A total of 33 authorized institutions which covered over 90% of the total residential
mortgage loans were selected.

2 ‘New housing’ here refers to the submarket of units completed within the last 5 years and
well-managed estate-type units. 'Older property’ refers here to units completed 5 years ago
ar more and flats in piecemeal sites.
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186. Given these punitive terms and conditions, marginal customers are
deterred from buying older flats and the bulk of residential mortgage loans are
concentrated on very new developments. The same HKMA survey showed
that 68.2% of residential mortgage loans involved property of less than 10
years old. The fact that banks' use a lower valuation than the market value
of the property when assessing mortgage risk for older buildings, and impose
harsher terms and conditions to mortgages for older buildings suggests that it
is saleability as well as market value which concerns them.

Alternative sources of mortgage finance

17. Whilst we expect banks to continue to provide the majority of home
mortgage finance, there are already a limited number of alternative sources.

Government assistance for home purchase

18. The Government provides low-cost loans to help low-to-middle income
home buyers to purchase flats from the private sector. However this assists
only a small number of households. In 1995/96, the amount of interest-free
loans for Home Ownership Scheme under the Housing Authority stands at
HK$400,000 - HK$600,000 for 3,000 eligible applicants. The Sandwich Class
Housing Scheme implemented by the Housing Society assists another 3,000
eligible families with loans up to a maximum of HK$550,000 or 25% of the
net purchase price of a domestic property.

Developers’ top-up finance

19. Over the past year or so, developers have offered top-up financing
schemes in the form of second mortgages to buyers of new housing units.
Some developers gave purchasers the option to defer repayment of both the
principal and the interest for three years as a further inducement. Developers'
top-up finance is only available to buyers in the primary market.

20. Whilst the offer attracts purchasers who cannot afford the 30% down-
payment {the gap between the maximum value of the mortgage available from
financial institutions and the purchase price), these home buyers have to pay
out more in total for the property. The comparison of mortgage financing
facilities by the Financial Services Branch in Table 1 shows that purchasers
pay b2% more in total interest by participating in developers' top-up schemes.
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Table 1: Comparison between bank’s mortgage schemes for old and new property
and for new property with and without developer’s top-up finance

10-year old
property

New property

New property with
top-up finance

Bank’s mortgage scheme

Loan amount
equals to 50% of

flat price; 10-year

repayment period

Loan amount
equals to 70% of

flat price; 20-year

repayment period

Loan amount equals
to 70% of flat price;
20-year repayment
period

Fees ($)

Developer’s top-up scheme Nil Nil Loan amount equals
20% of flat price; 20
year repayment
period; repayment
deferred for 3 years

Price ($) 2,000,000 2,000,000 2,120,000

{assuming no (6% extra)
difference in
valuation) ‘

Down payment ($) 1,000,000 600,000 212,000

Fees & charges ($) 70,000 70,000 82,400

A: Initial Payment ($) 1,070,000 670,000 294,400

Loan amount ($) 1,000,000 1,400,000 1,908,000

Mortgage rate* (%) 10.5 10 10

Monthly instalment in the first 13,494 13,510 14,321

3 years ($)

Monthly instalment from 4th 13,494 13,610 20,084

to 20th years ($)

B: Total Loan Payment ($) 1,619,280 3,242,400 4,612,692

A + B: Total Payment ($) 2,689,280 3,912,400 4,907,092

Total Interest Payments + 689,280 1,912,400 2,907,092

Note: * at January 1996.

Source: figures in the first two cases are derived from Financial Services Branch figures.

Mortgage corporation

21.

We welcome the HKMA's recent commitment to pursue the setting up

of a Mortgage Corporation. The development of a Mortgage Corporation
should, if properly implemented, promote home ownership, facilitate the
development of a secondary mortgage market, promote mortgage
securitization and boost the development of fixed-rate instruments.

22. Mortgage securitization would increase the availability of funds for
home loans by redirecting long-term funds, such as insurance and pension
funds, to home-purchase. There is a risk that this may increase property
prices. However, HKMA is of the view that it is controllable by using existing
mechanisms to encourage prudent lending. Indeed, HKMA believes that the
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successful development of the secondary mortgage market using a Mortgage
Corporation would enhance liquidity and reduce concentration risks® which
exist at present, thereby improving the efficiency of the financing process,

23. It is noted that the proposed corporation will only purchase mortgages
which are "first legal charge" but not "second legal charge"” mortgages. In
addition, the corporation is considering the imposition of a maximum property
age limit on buildings in its mortgage portfalio as "very old properties tend to
have much lower secondary market liquidity.” It depends, however, the
definition of “very old properties”. If it is more flexible than current banking
practice, the Corporation may increase the flow of funds to the secondary
housing market. The Council considers it more appropriate to evaluate a
property based on market value instead of property age.

Experience in other countries

24. Hong Kong is unusual among developed economies in not having
specialised mortgage agencies like the Building Societies in the UK, or savings
banks in Germany. Historically, such institutions have been able to offer
higher interest on deposits and lower interest on mortgages than banks partly
because they have not had to pay dividends to sharsholders. With proper
regulation, which ensures, in particular, that lending is confined to residential
property, these institutions have been categorised as low risk.*

Segregation Between Urban and Less Accessible Areas

25. There is a substantial difference in price for housing units in urban and
less accessible areas. The average price for a medium-sized flat on Hong
Kong Island was about $4,400 per sq.ft. over the period 1990 to 1995,
compared to $2,800 per sq.ft. for a similar sized flat in new towns such as
Tuen Mun and Junk Bay.

28. In 1894, vacancy rates for properties in the New Territories were
9.4%, compared to 4.7% for private housing overall in that year. The Rating
and Valuation Department surveys also indicate a large time gap between
completion and actual occupation of new housing in the New Territories,
reflecting a mismatch between supply and demand. In 1993, only 21% of
New Territories housing projects were fully occupied 19 months after
completion. The time gap between completion and actual occupation for new
housing was somewhat longer in 1994. Only 7% of developments completed
in 1994 were close to full occupation at the end of the year in which their
occupation permits were issued.

3 risks arising from a) maturity mismatch due to financing long-term mortgages with short-term

bank deposits and b) banks' current high exposure to property.

* The US equivalent called Thrifts which were allowed to invest in a number of high-risk non-
residential projects and were poorly regulated, collapsed. Bad debt ratios and ratio of
mortgage to property value are also relevant to risks. However, for demographic and social
reasons, property itself is regarded as low risk in the long-term.
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27. Improved infrastructure planning and transportation will facilitate
integration of the urban and less accessible housing markets. But, before this
happens, potential home buyers intending to reside in the urban area would
need to compete among themselves for a limited number of units.

Conclusion

28. Product differentiation between the primary and secondary housing
markets, urban and less accessible areas, reduced substitutability between
these markets. It restricted purchasers' choice and led to greater demand in
the primary market. In rising markets, it has fuelled speculation in new
property. As a result prices spun to new heights, and prices for new units in
urban areas acted as a benchmark for older units. Although prices for first
and second hand units were interdependent, because of the dispersed
ownership of the latter, and preference for new developments, developers
were able to exert a strong influence despite their small market share.

29. The distinct segregation of the markets by age and location is mainly

caused by:
a) poor tradability of older housing units due to lack of recognised
certification and warranties about their condition and quality;
b) difficulties in obtaining home mortgage financing for older
residential units; and
c) infrastructure planning and transportation to housing units in

less accessible areas lagging behind consumer expectations.

30. As a growing number of households find property prices too high to be
affordable, there will be greater pressure on Government to provide more
housing assistance in the form of subsidized leasing, home mortgage loans
and sandwich class housing loans.
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Chapter 6

Bargaining Power of Buyers

Introduction

1. The market of new flats in Hong Kong is unique in that purchasers
will buy flats before they are completed. This market pattern detracted
from optimum consumer protection, because of which the Government
introduced the Consent Scheme in the sixties to control over the sale of
units in uncompleted developments.

2. For the past 20 years, the Consumer Council has been playing an
active role in advocating better protection to flat purchasers. In 1977,
the Council submitted a report on "Sale and Purchase of Flats in Hong
Kong"” to the Government recommending further measures to safeguard
the rights of the purchaser in property transactions. Some of the
recommended measures were adopted. For instance, the Sale and
Purchase Agreement between the vendor and the purchaser must follow a
set of procedures agreed by the Government and the Law Society; in
which consumer protection clauses including cooling-off period and
interest payment to purchasers upon delayed completion were provided.

3. In 1985, the Council,. in conjunction with professional
organizations and government departments, worked out a standard
measurement method of saleable area to describe areas in uncompleted
units for sale. The Real Estate Developer's Association {REDA) supported
the proposal and recommended it to its members. The Government and
the Law Society implemented under the Consent Scheme under the Non-
Consent Scheme respectively.

4, Later, with the co-operation of developers, the Government
implemented several procedures including personal registration and
balloting in the public sale of uncompleted properties. That was to avoid
any disorder being created in public place.

5. In 1991, the Council published a report on "A Study on the
Disclosure of Information to Prospective Purchasers of Uncompleted
Units.” Some of the ideas were adopted in the Law Reform

Commission's 1995 report on "Descriptions of Flats on Sale” which seeks
to improve the quality and reliability of sales brochures and price lists for
the better protection of purchasers. Proposals included the standardizing
of the methods of measuring gross floor area and saleable area. In
December 1995, the Council reached an agreement with the REDA to
extend the duration of the defect liability period from 6 months to 1 year.
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6. Although consumer protection in purchasing property has improved
significantly as result of discussions among the Council, the Government,
REDA and various organizations, the Council considers there is no room
for complacency as there are more challenges ahead.

7. The bargaining power of consumer vis-a-vis developer in a
particular sale is generally dependent on the prevailing market conditions.
However, accurate information is vital for consumers to make what may
be the most important purchasing decision of their life, on an informed
and rational basis.

8. in this chapter, we look at how the legal profession, estate agents
and Government can improve information to the consumer. Improving the
information flow, and hence consumers' ability to make informed choices,
would also give suppliers better signals about consumer preference. This
contributes to an efficient market.

Bargaining Power of Buyers

9. The Consumer Council supports initiatives in three areas to
strengthen the position of the buyer:

a) improving the quality of legal services;
b) improving the performance of estate agents; and
c) improving the quality of market and property information

available for public use.
Legal issues
10. The Consultation Paper on Legal Services put forward by the

Attorney General’s Chambers contains a number of proposals to increase
consumer protection in the following areas:

a) abolish scale fees for conveyancing,
b) separate legal representation, and
c) pay interest on deposits.
11. Abolish scale fees We welcome Government’s recent move on

abolishing the scale fees system. The setting of scale fees is anti-
competitive and reduces pressure for practices to compete on price, to
reduce costs and to be innovative in practice management and service
delivery. We do not believe that abolition of scale fees would result in
shoddy services - that is a matter of professional ethics. We also consider
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that legal practitioners should give consumers full advance information on
the legal charges and other hidden or extra fees and disbursements
involved in conveyancing work.

12. Separate legal representation To avoeid conflict of interest and
protect consumer welfare, we support the Government’s proposal to
prohibit joint legal representation in all conveyancing transactions. Buyers
should not be required to pay the seller's legal costs. Separate
representation should not incur any extra costs for consumers.

13. Pay interest on deposits We cannot see why the interest on
deposits in general, and particularly those related to property transactions,
which can be quite sizable, should be retained by the solicitor. We
support the Government’s proposal that the interest accrued' should be
given back to the consumer.

14. We consider the same rationale should be applied to new property
transactions. For new developments, the recent adjustment of the initial
deposit to 10% of the average purchasing price for all flats offered for
sale in any one development, instead of at exactly 10% of the price of a
particular flat, would reduce the amount of administrative work and
expedite the refund of deposits and interest accrued to unsuccessful
bidders in ballots for units in uncompleted buildings. We shall pursue this
with the Real Estate Developers Association.

15. To sum up, we believe that consumer interests would be enhanced
by: '
a) fair and competitive legal charges;
b) better understanding of the fees for legal services involved;
c) refund of interest payments related to property

transactions; and

d) observation of professional and business ethics in property
transactions.

16. The Consumer Council will continue to press for changes which
improve legal services for consumers in parallel with the above related
issues.

teSolicitors receive money on behalf of their clients in connection with a client's

purchasing of property. This money, if not used immediately, is deposited in the
solicitor's clients’ account, where it earns interest." - Consultation Paper on Legal
Services.
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Property agents

17. Complaints from consumers about property agents centre around
business ethics, quality of service and agency commissions. Many of
these concerns are being taken up in the impending Estate Agents Bill,
gazetted on November 1995. The Bill deals with the licensing of estate
agents and measures to ensure quality service to the community. There
has been wide public support for the legislation, though estate agents
have expressed reservations about some aspects of the Bill, in particular,
the proposed penalty for supplying inaccurate information to clients. As a
result of this measure, sales agents will have to ensure the accuracy of
information provided - a major source of consumer complaints in the past.

18. The Consumer Council is in full support of policies to ensure that
estate agents:-

a) as intermediaries, facilitate the smooth operation of the
market by passing accurate information between buyers
and sellers;

b) provide an ethical service and refrain from engaging in anti-

competitive practices, for example, price-fixing; and

c) do not engage in hoarding or excessive speculation.

Information about pre-sale and completed flats

19. The provision of full and reliable information is especially important
in the case of pre-sales units since buyers do not have the chance to
inspect the properties fully at the time of purchase. We fully support the
Law Reform Commission’s proposals for mandatory disclosure by
developers of key information in forward sales to ‘equalize the treatment
of developments under Consent and Non-Consent Schemes.

20. On measurement of flat size, we believe gross floor area
measurements, which are often the only measurements given in
newspaper advertisements, make it difficult for consumers to compare
the size of units in different projects. Consumers are much less interested
in the exact measurements of common parts such as stairways and
corridors which are included in the gross floor area. The saleable area is
much more important to consumers as it tells them the real price of the
unit, i.e. private space they are getting. Hence we support the use of
calculations of saleable area instead of gross floor area as the standard
measurement of flat size, although information on the latter is still useful
in calculating the net-to-gross ratio. Methods of calculating flat size are
particularly important in Hong Kong, where unlike almost anywhere else in
the world, the prices of residential units are expressed in terms of
measurements (so many HK dollars per square foot or per square meter).
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Sale of small houses in the New Territories

21. Measures have long been in place to safeguard purchaser’s interest
in property deals in general, and specifically with respect to uncompleted
properties under the Consent and Non-Consent Schemes in Hong Kong.
However, property transactions involving small village houses are a
completely different ball game.

22. The Consumer Council understands that pursuant to the
Government's Small House Policy, all building licences or private treaty
grants issued to male indigenous villagers would contain restrictions
against alienation other than to another indigenous villager. Therefore any
alienation even by will is in breach of the licence or grant rendering title
voidable subject to re-entry by the Crown. It is therefore clear that small
houses cannot be disposed of before the restrictions against alienation are
complied with (e.g. the issue of a certificate of compliance upon full
payment of premium for modification of use). In practice however, the
Council understands that there have been transfers in breach of licence or
grant conditions. Some solicitors have expressed the view that some
form of transfer can be done. The Council considers that such a transfer
is either of an interest in land {which is prohibited) or a transfer of some
other thing; in which case a buyer is not getting what he thinks he is
getting, namely, an interest in land.

23. The Council therefore urges the Government to publicise again this
restriction against alienation which appears to be based on sound policy
ground. The Council also asks the Law Society to issue a statement or
guideline to the effect that its members should not participate in any
scheme which either involves a breach of building licence or private treaty
grant conditions, or results in transferring something other than an
interest in land.

Availability of market information

24, Unlike developers, the average consumer generally has little idea
about the overall direction of the residential market. Consumer knowledge
about the prices and quality of flats in the property market is also limited
as a result of:

a) the variable quality of information. Not all information is
accurate, and consumers cannot rely equally on information
from all sources;

b} the cost of collecting information, where this outweighs the
marginal benefit; and

c) lack of experience in interpreting available information.
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25. Furthermore, we consider it important for Government to facilitate
property information flow by setting up a mechanism to provide accurate,
update and authoritative information about the property market and
housing development data for possible public use.

26. The Consumer Council has been contributing its share in
disseminating latest property information through “Choice” magazine with
information supplied from the Inland Revenue Department, the Lands
Department, the Rating and Valuation Department, and the Town Planning
Department.

27. We note that the Government plans tco introduce an integrated
Housing Information System (IHIS) and Land Disposal Inventory System
(LDIS) by the end of 1996 to collate updated information on land and
housing supply, housing demand and movements in the property market.
The main objective of the system is to strengthen Government’s role in
monitoring housing supply and the property market.

28. The Rating and Valuation Department also plans to introduce
around this summer a new service to enable the public to have easy
access to certain property information such as date of completion and
saleable area of a domestic property through an interactive voice system.
Consumers would benefit from these systems if more comprehensive
information such as ownership of a property, availability of housing
supply and movements of housing prices were made available for public
use. It would also minimize the danger of false rumours and panic buying.

Conclusion

29. Improvements in information and in the services provided by
intermediaries in the residential property market can enhance the position
of the consumer in the market, and smooth the operation of the market.

30. The Consumer Council therefore welcomes recent Government
proposals to improve the quality, effectiveness and cost of legal services,
and to regulate the activities of estate agents for the benefit of
consumers. We also think that Government could facilitate the flow of
better market information to consumers, and should implement the Law
Reform Commission's recommendation to change the standard
measurement of flat size to saleable floor area.

31. Meanwhile the Consumer Council will strengthen its efforts to
ensure that consumers are kept up to date with all changes in law,
regulation and information availability which affect them.
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Chapter 7
Overall Conclusions and Recommendations

introduction

1. The highly concentrated market for new private residential property has
resulted from a combination of factors in particular, the shortage of land supply.
The high entry threshold to the market, comparative advantage of those with
existing land banks, and the preference for new properties gives the big
developers great leverage and their behaviour exerts a strong influence over the
market. However, the Council found that there was no suggestion of collusion
amongst developers, and recognises that whatever developers do are commercial
responses to the prevailing market structure and any measure of the success and
profitability of developers should also take into .account the risks involved in
property development. Nonetheless, it is questionable whether the best interests
of consumers have been served under the prevailing market structure in Hong
Kong.

2. Although the problem lies with the market structure, the Consumer
Council believes that it would not be appropriate for Government to take drastic
action to “correct” the situation by breaking up the dominant participants as in
the case of the US Government breaking up its communication giants, AT&T and
US Steel. In our case, breaking up individual firms would not be effective in
dealing with the market competition issues because it would only have a limited
effect on the underlying market structure. The Council believes it would be in
Hong Kong’s best interest to encourage competition, improve the working of the
market and safeguard against possible abuse of market power by:

a) improving the competitiveness of the market structure by lowering
barriers to entry, and increasing the substitutability between
primary and secondary market housing;

b) introducing measures to prevent possible anti-competitive market
behaviour, and

c) enhancing consumers’ market role by facilitating their access to
reliable property information.

We deal with each of these in turn.

Improving the Competitiveness of the Market Structure

3. The private property market in Hong Kong is not, and cannot be, a
perfectly competitive one, as the disposal of land, including new land as well as
land made available through re-zoning and re-development, is controlled by the
Government. The Government therefore has a duty to exercise these important
powers carefully. The Consumer Council regards it as crucial that the
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Government should take into consideration market efficiency and consumer
welfare, alongside fiscal revenue targets, in the forrmulation of its land supply
policy. Government policy should not be primarily determined by its interest in
deriving incomes from land sales.

4, A monopolist aiming at maximizing profit will reduce supply below the
optimal level in order to push up price. The consequence will be an abnormal
gain for the monopolist, at the expense of society in terms of dead-weight
“welfare loss because of reduced transactions. Allocation of resources is
therefore still not optimal despite the fact that land is sold to the highest bidder
through public auction.

5. Should the Government choose to act as a profit-maximizer in its role as
the monopolist, society as a whole will still suffer even if the Government
redistributes some of its surplus for efficiency or equity considerations.

6. In the following paragraphs we recommend specific ways in which
Government could adjust policy to reflect these considerations. With regard to
market structure, we recommend actions to:

a) lower barriers to entry
b) improve residential land supply
c) balance housing supply and demand, and

d) enhance the marketability of older properties and property in less
acccessible areas.

7. However, besides taking specific initiatives to improve competition, the
Government should also systematically consider the impact on competition of all
policies which have a significant effect on the residential property market. We
have in mind policies such as anti-speculation measures, controls on banks'
property-related lending, and public housing policy.

Recommendation 1:
Lower Barriers to Entry

8. Increasing the number of players or posing the threat of new entry would
help to improve competition and promote further market efficiency. The
Government should therefore seek to lower the barriers to entry to the private
housing market (chapter 2).

Action 1: Review the size of lots in Government land auctions

9. The cost of prime Government land sale sites form a major barrier to
entry. We understand that smaller lot sizes may not always be desirable in
respect of economies of scale and environmental conditions. On the other hand,
lot sizes of 4 to 21 hectares such as that granted to the MTRC would be too big
for most developers and require enormous capital outlay. Government should
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review the sizes of the land lots, and consider providing more lots of
"manageable size" in a way which would satisfy planning requirements and
consumer aspirations for community facilities whilst allowing the participation of
more developers. We believe that, with well co-ordinated or master planning, it
would be possible to provide more lots of "manageable size" so that more
developers would have a chance to bid for them.

10. The Consumer Council recommends that the Government should
consider ways of removing impediments to small developers in competing in
auctions of prime development land. It might be possible, for example, to
provide more lots of "manageable size". This may require Government to look
imaginatively at ways in which the well-integrated environment and good
facilities associated with developments on larger fand sites, can be also realised
in developments on a series of adjoining land sites through detailed planning
guidelines.

Action 2: Improve the efficiency of the development mechanism

11. We welcome Government initiatives to assist developers in the
development process, and its decision to fast-track the development and
redevelopment mechanisms for housing projects of 500 units or more, i.e. to
refer to the Housing Project Action Team large projects which need Government
assistance. Problems involving smaller scale developments, in which more small
developers are involved, are dealt with by the Housing Branch. We are
concerned that the bottom limit on the size of projects eligible for the “fast
track” may create an unfair competitive advantage for the major developers.
Also, new entrants and smaller developers might have a greater need for such
assistance as they generally have less experience of the approval process and
may suffer more from the financial effects of extended approval processes than
large developers.

12. The Council recommends that Government should take into account the
need to promote competition as well as faster housing production in allocating its
planning control resources. Specifically,

a) Government should allocate more resources to enable faster
processing and coordinated development of all residential property
development or redevelopment projects irrespective of size.

b) To ensure that faster processing of planning and building
applications does in fact increase private sector production rates,
Government should also monitor the effect of faster processing on

"the rate at which units in these developments are put on the
market in each case.

Action 3: Open more opportunities to hew entrants
13. The Government can also encourage new entry to the market as it has

in the telecommunications market. In residential property, it can open more
opportunities to small developers by giving them a greater role in property



Chapter 7: Overall Conclusions and Recommendations 7-4

development controlled or sponsored by Government and quasi-government
corporations.  Possible channels would be the Private Sector Participation
Scheme and residential projects facilitated by the Land Development Corporation
{LDC) on redeveloped land. For example:

a) the Government or quasi-Government bodies could wherever
possible develop projects in conjunction with contractors or smaller
developers, enabling them to develop the capacity to take on larger
projects. The Government should also consider developers'
suggestion that developers require more incentives to participate in
PSPS projects, such as greater freedom in project management,
design and other parts of the development process;

b) We support the Government's decision announced in its Urban
Renewal policy paper (June 1996) to enhance the role of the LDC
by injecting financial resources and upgrading it to an Urban
Renewal Authority. This will allow it more freedom to develop
projects and to select partners for joint venture, thereby reducing
its dependence on the resources of big developers.

Recommendation 2:
Improve residential land supply

14. Given the scarcity of land suitable for housing in Hong Kong, the
residential property market is extremely sensitive to actual and anticipated
changes in land supply. Government controls the supply of new land and
redeveloped land which requires lease modification, and information about future
supply. The Consumer Council believes the market would operate more
efficiently if there is more transparency about the Government's land disposal
plans. Scarcity of land also means that it is especially important for the
Government to optimise the use of available land in the light of Hong Kong's
changing social, economic and environmental requirements.

Action 4: Publish medium-term land disposal programmes

15. Since the Government has only been able to announce its new land
disposal programme one year in advance, there has been very little information
available about the long-term supply of new land for residential property
development. This is an impediment for new entrants to the residential property
market, especially foreign developers who may need longer-term planning to
enter a new market. The lack of transparency has also led to unnecessary short-
term panic buying of residential property.

16. The Council recommends that when, in 1997, land disposal policy is no
longer subject to the Sino-British Declaration, the Government should release
information on the land disposal programme for a rolling five-year period instead
of announcing the land disposal programme on a year-to-year basis. It should
also maintain the annual supply.
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17. While land supply policies have had to take into account the volatility of
the Hong Kong private property market, they have been slow in responding to
demand. This has created lags in housing supply, followed by rapid home price
increases. Past records indicate that property booms always took place when
supply lagged behind demand for one or two vyears. Projects started in boom
years could not relieve the immediate shortage because of the three-year lead
time between the release of land and the availability of housing units.

18, The Council supports the Government's efforts to create a one-year
buffer stock as recommended by the 1994 Task Force. This would work on the
same principle as buffer stocks in primary strategic products widely adopted by
countries throughout the world, giving Government an emargency supply to meet
significant increase in demand unforeseen in the Government’'s medium-term
disposal plans.

Action 5: Re-zone more industrial areas for residential purposes

19. The contraction of the manufacturing sector in Hong Kong and the
relocation of the airport in the near future, could enable more land in urban areas
to be modified for residential use. This would relieve pressure on new land and,
by attracting investment, rejuvenate these areas. However, residential
developments or re-development’s are only permitted on land zoned for
residential use.

20. The Consumer Council recommends that the Government should re-
zone more industrial areas for residential purposes to reflect Hong Kong's
changed economic base, and housing needs.

Action 6: Make more sites ready for residential use

21. The number of industrial sites already suitable for residential use are
extremely limited. We recognise that most will require substantial infrastructure
and environmental improvements if they are to be made use of, but believe that
these obstacles can and should be overcome given the need for more residential
land.

22. The Council recommends that the Government consider public, and
encourage private sector, investment to provide the environmental and
infrastructural improvements necessary to make more old industrial sites and
zones suitable for residential use.

Action 7: Review maximum permissable plot ratios

23. To achieve better utilization of land, the Council recommends that
Government review the maximum permissible plot ratios in the outline zoning
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plans with the aim of relaxing the requirements where environmental and
infrastructural factors permit.

Recommendation 3:
Balance housing supply and demand

24, We recognise that forecasting housing demand is difficult especially
because of external factors which have increased demand from outside Hong
‘Kong. We therefore welcome the Government's decision to set up a Working
Group on Housing Demand to improve Government forecasts of housing demand.
We hope that adequate account will be taken of new immigrants and foreign
investors in Hong Kong property as well as internal demographic growth.

Action 8: Improve accuracy of estimates of housing supply

25. Private and public housing production rates have persistently fallen
below supply estimates based on developers production plans and the Rating and
Valuation Department’s estimates.

26. The Consumer Council recommends Government should urgently review
its estimates of available supply. It should discuss with the Real Estate
Developers Association ways by which statistics can keep up with changes in
developers' production plans.

Action 9: Accelerate the property development process

27. What is most important to consumers in the short term, however, is the
need for land to be converted more gquickly into units available on the market.
Government should do all that is possible to support the private sectar's role as
facilitators in converting land into housing supply.

28. In particular, the Council recormmends the Government should examine
and address causes of slippages external to the project. For example,

a) where developments depend on new infrastructure, consider the
possibility of involving developers in its provision, and enhance
cooperation between relevant Government departments, for
example, Lands, Planning, Building, Highways and Transport
Departments;

b) with respect to planning and consent approvals, ensure the
Administration has resources sufficient for the task and employ
incentives, such as time limits in performance pledges, inter-office
co-operation and a management strategy to ensure a fast, efficient
and streamlined administrative process. We believe that result of
the Government's consultancy study which examines how the
existing procedures and time for lease modifications and land
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exchanges can be further shortened would lead to further
improvements.

Action 10: Modify building covenants to facilitate housing supply

29, Private developers play an important role as facilitators in converting
land into housing supply. We believe the Government should take action to
improve competition in the market (for example, with the actions recommended
above) so that developers are under stronger competitive pressure to realise the
development potential of land as soon as they acquire it. However, since
competitive or market pressure may only be partially improved in the short term,
the Government should also maintain reasonable regulatory control on
developers.

30. The Council recommends that, in line with the spirit of the building
covenant, the Government should:

a) improve the terms in the building covenant in the land lease to
specify that developers are to make units available on the market
within a specified period, giving a reasonable grace period, e.g. 6
months after the end of the covenant period. The Government
would not dictate the specific timing, but only seek assurance
about the supply of units to the market. Also, the change would
not alter developers' freedom to set the asking price for the
property and should pose no difficulty for the majority of
developers while ensuring the timely supply of property to the
market. This condition should be well publicized at the time when
the Government makes the land available and developers enter into
the agreement;

b) monitor developers' track record. If a developer's projects
regularly slip behind the covenant date without valid reasons, then
Government should take this into account in considering further
applications by that developer for, for example, fast-track
development procedures or applications for land modification.

Action 11: Supply of public sector sale flats

31. The Council welcomes the Gavernment's plans to increase the number
of housing units by 511,000 by April 2001 to meet forecast increases in
demand. However, noting the low figures for public housing supply last year and
the forecast for this year, the Council hopes that the Government will ensure the
declared target of 240,000 public units are produced and supplied steadily over
the period 1997-2001 to meet its public sector targets. Otherwise it will impact
on private housing demand.

32. We support Government initiatives, with incentives that are sensitive to
consumer needs, to promote private sector involvement in public sector housing
provision. In this way public housing can take advantage of, for example, faster



Chapter 7: Overall Conclusions and Recommendations 7-8

construction rates in the private sector. In this context we welcome
Government's announcement that the LDC will focus more on residential
development in the future.

Recommendation 4:
Enhance marketability of older properties and property in less accessible
areas

33. Despite strong demand for property, there is a high degree of
differentiation between the markets for old and new property. While the market
for new property and property less than 10 years old is very active, the market
for older units is severely underdeveloped. Older units account for 95-97% of all
housing stock but only just over 30% of loans. Although a more homogeneous
market would not increase the total number of available units, it would
dramatically increase consumer choice, market efficiency and lead to better
housing allocation. Households would, for example, find it easier to move to
smaller or larger flats, or flats nearer to their place of work, according to their
changing needs.

34. This requires action on two fronts: to reduce the perceived risks
associated with loans to older properties, and to facilitate mortgage financing of
the secondary market.

Action 12: Devise a recognized building certification programme

35. The imbalance between demand for new and old housing units would be
reduced if banks were more confident in financing older properties.

36. The Council supports the Hong Kong Institute of Surveyors’ proposal for
a recognized building certification scheme to assess the quality of existing
buildings but with certain provisos. This should be made available at a reasonable
cost to vendors, purchasers and mortgage institutions. It should cover many
areas including, but not limited to: structural stability, condition of the building
fabric and the engineering services, state of maintenance, absence of illegal
structures.

37. Certification is likely to improve the marketability and secure improved
mortgage terms for well-maintained properties. At the same time property
owners would be encouraged to maintain high standards of building management
to ensure that property did not deteriorate.

Action 13: Provide comprehensive building warranties

38. The Council will pursue with developers of new properties the early
implementation of comprehensive building warranties. This will enhance the
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long-term saleability of the property and provide consumer protection. Building
warranties should include the following provisions:

a) warranty for repair of initial minor defects for at least twelve months
(as recently agreed by the Real Estate Developers Association);

b) warranty for repair of major structural and engineering service
defects for a period of at least ten years; and

c) warranty certificates for major equipment i.e. lifts, roofing etc.
should be transferred to the building management or owners
corporation upon completion of the property.

39. The Council welcomes the Government's announcement of the
introduction of a mandatory building inspection scheme; proposal to give owners'
corporations more powers to upgrade the common parts of a building; and
proposed Rehabilitation Fund for renovation work.

Action 14: Create framework for specialized mortgage agencies

40. The liquidity of the secondary market is constrained by the 40% cap on
property-related lending by banks, and the lack of low cost alternative sources of
home financing. This limits the availability of residential property finance. Due to
the huge demand for loans in a booming market, banks offer much less
favourable mortgage terms for older property, e.g. lower loan cap, higher interest
rates, shorter loan maturity period. The consequent segregation of first-hand and
second-hand property gives developers greater power in determining the market
price of property. Pricing of new properties often tends to set a benchmark for
the secondary market.

41, The Government has proposed the establishment of a Mortgage
Corporation to securitise mortgage financing papers. The spreading of risk
through securitization would allow financial institutions to underwrite more
property mortgages. This, in turn, should improve the availability of home
financing for the consumer.

42. The Council considers the proposed Mortgage Corporation would lead to
an increase in residential mortgage loans. The Council therefore supports the
move, with the provisos that the initiative will result in easier access to loans for
older properties; and that the risk management aspects of the arrangement are
properly addressed. The Corporation, although set up as a private company,
would be Government owned and, if it made a loss, the Government would be
under pressure to bail it out. The Corporation therefore needs prudent risk
management policies to protect taxpayers' interest.
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43, In any event, lending would still be primarily controlled by banks which
may continue to direct available funds primarily towards new property. The
Council recommends that the Government examine ways of encouraging the
establishment of specialized mortgage agencies in Hong Kong. These would:

aj increase the availability of home financing;

b) increase consumer choice. Similar institutions in other countries
have historically been able to offer cheaper rates to borrowers and
better rates to savers than banks;

c) enhance the competitiveness of the mortgage lending market,
putting pressure on lending policies which discriminate against older
properties; and

in turn, improve the efficient operation of the market as a whole.

Action 15: Improve transport infrastructure for developments in less accessible
areas

44, Housing demand would also be eased by better utilisation of actual and
potential property developments in less accessible areas, e.g. some parts of the
New Territories. Mainly due to transport problems and lack of infrastructure,
most people are unwilling to live in these areas even though housing is
considerably cheaper than in urban areas. There are currently a number of
vacant units in existing properties, and potential for further developments to be
built.

45, The Council recommends the Government take steps to improve the
transportation and infrastructure planning for less accessible areas in order to
enhance their viability and attractiveness to consumers,

Introducing Measures to Prevent Anti-competitive Market Behaviour

46. While a more competitive market structure may improve competition it
may not be sufficient to ensure fair competition at all times. Chapter 3 identified
a number of potential restrictive practices in the residential property market
which affect consumer interests. The Council considered the legislative and
voluntary options for discouraging such practices and for maintaining general
good industry practice.

Recommendation 5:
Establish sector specific rules

47. Restrictive practices among television broadcasters and fixed telephone
operators are prohibited through legislation and licensing provisions. It would be
difficult to impose similar provisions on developers, given that they are not
subject to a licensing regime; legislation would be difficult to formulate and
would require frequent revision to keep up-to-date with market developments.
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48. While the Council does not see a case for any new sector specific
legislation, it does see a need for:

a) reforms to existing legislation to improve consumer protection, and
for

b) developers to promote general good industry practice through self-
regulation.

49, The Council supports the measures proposed by the Law Reform
Commission on disclosure of information for new properties to equalize the
treatment of developments under the Consent and Non-consent Schemes.

Action 16: Extend anti-speculation measures to Non-Consent Scheme
Developments

50. Purchasers, in general, would not be able to differentiate between
Consent and Non-Consent Scheme developments. We note that the current anti-
speculation measures are applicable to Consent Scheme Developments, but not
to Non-Consent Scheme developments {most developments on redeveloped land
obtained through rezoning and urban-renewal) even though these account for the
majority of the annual housing supply and also attract speculators.

51. The Council recommends that the Government should equalize the
treatment of development by extending the anti-speculation measures to Non-
Consent Scheme Developments. This would reduce the distorting effect of
excessive speculation on the market and ensure uniform treatment.

Action 17: Develop a code of practice for property development

2. An industry-wide code of practice would enhance the transparency of
the actions taken by developers in the sale of residential property.

53. The Council recommends that the Government works together with
Real Estate Developers' Association to develop a code of practice for the sale of
residential property to improve consumer information by:

a) the provision of adequate and accurate information in the sales
literature;

b) in Non-Consent Scheme Developments, agreement of the ways and
means of placing the property onto the market, such as the method
of balloting for units which is voluntarily practiced by REDA at
present; and

c) mandatory use of saleable floor area instead of gross floor area as
the standard measurement of flat size.



Chapter 7: Overall Conclusions and Recommendations ' 7-12

Recommendation 6:
Ensure fair competition

54, Sector specific rules should be supported by a competition law which
aims at promoting efficiency in all sectors of the Hong Kong economy.
Competition laws in other countries prohibit abuse of market power and actions
which have the effect of preventing, restricting or distorting competition. They
may include various clauses which permit investigation of, for example,

a) collusion: companies making explicit agreement on timing of sales,
pricing strategy etc. so as to restrict competition,

b) tie-in sales (say, where a lending institution would only grant a
mortgage conditional on the borrower also taking other services
such as insurance or valuation from the lender).

55, Adoption of a comprehensive competition law in Hong Kong would
provide a vehicle for investigating possible restrictive practice which could have
effects on consumer interests in residential property and other markets,’ and
more importantly, deter companies from adopting such behaviour. The Council
will cover these issues in its main competition report.

Facilitating Consumer Access to Reliable Property Information

Recommendation 7: ,
Increase transparency of information

56. Access to accurate, authoritative and up-to-date property information
helps potential buyers to make appropriate market decisions which in turn
facilitates more effective market competition.

Action 18: Notification of sale plans

b7. More reliable and accurate information on future housing supply and
developers' sales plans would assist consumer decision-making and minimize
panic buying and rumour-mongering in the property market.

58. The Council recommends that the Government should require
developers when applying for a consent to sale to state: their plan for the
disposal of the completed residential units, the timing of their sales programmes
and whether those units will be for public or internal sale. Developers should be
able subsequently to modify the sale plans provided they notify the Government

' The UK Fair Trading Act covering complex or behavioural monopolies has led to

investigation of, for example, common pricing policies by manufacturers of Concrete
Roofing Tiles and wholesale petrol suppliers; and anti-competitive distribution polices
by a dominant group of cinema film distributors.
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and inform the public of any such changes. It is purely a notification procedure
and does not imply any control or approval of developers’ sales decisions.

59. We consider this recornmendation is practical in that when developers
apply for a consent to sale, they should already know how and when they plan
to sell the units. Making such information public would not give unfair

advantage to competitors since prior to the announcement of each sale,
developers are already well appraised of each others’ sales plans.

60. This recommendation would help Government to make an accurate
assessment of the housing supply, and increase information to potential buyers
helping them to make informed decisions.

Action 19: Public access to Government's proposed centralized housing property
database

61. Closely connected to the above issue is the Government's ability to
provide accurate, update and authoritative information about the property market
and housing development to the public.

62. Apart from the existing scattered property information, the Council
recommends that the Government should consider public access to its housing
property data where possible. It would benefit consumers if more accurate data,
such as factual information on flat size, building age, ownership, registered
transactions, future housing supply and progress of developments was readily
available. This would assist decision-making and reduce consumers’ vulnerability
to market rumours.

Action 20: Increase transparency in development process

63. The Council recommends the Government should ensure the
performance pledges of the Government departments involved in land and
property development promote transparency in the process by including, for
example, regular publication of information about the progress or delays to
development projects, i.e. publish specific reasons for granting an extension of
the building covenant period.



L-iV

"S9NSS] snoueA ‘solisiiels Jo 1sabiq jenuuy Buoy Buol :80in0g

90ld Avedoid —a— (V) IdD —e—
0'0¢-
Y — -— — — - —_— - — -— — — —_— llruo.o_‘l
@ (o] © © © © © © © [¢] <] © ©
© © © « © 3] I3 oo o o o0 &w
./ N w N - o © e ~ » 3 w -
- t f t f f f + } t f —+ t 00

00l

00z

oot

ooy

. 00§
ajey yimouin jenuuy -
(V) Xapuj 8d1d 18wnsuoy) pue (sasse|) ||y) xapu] aoud Auadoid

%




L-2V

‘youeag Sa9IAI8S [BIOUBUI4 ‘UOISIAIQ SISAjeuy 21WOUO0DT :824N0S
ones abebiuow 9,0/ swnsse, 30N

1ea A
T S T < T N A N N T~ T S S T T NGO St S WA
ettt 0
T 02
+ oY
109
1 08
1 001
1ozl
T ovlL
091
(awioou) pjoyasnoy ueipaw 0} ueoj abebliow jo juswAedas Ajyiuow jo onel) onhel

+S1eld "wbs g Jo siaseyoind sawol Jo Aligepioypy




Annex 3 : Market Concentration in New Housing Supply

Methodology

1. The HKPU analysed the occupation permit figures from the Rating and
Valuation Department. Nine publicly listed development companies plus two
private companies were found to have had a substantial share of the new housing
production market in recent years. The analysis included all housing projects
undertaken in the names of developers’ the subsidiary companies.

2. Housing units in a joint venture project were apportioned among the
involved developers in accordance with their respective shares in the
development. Where a developer had a joint venture with organizations which
are not ordinarily in the property development business, such as the site owners,
no apportionment was made and all the housing units were counted as the
supply of that developer.

Overall Pattern

3. Table 1 indicates that, from 1991 to 1994, these eleven developers
altogether produced between 60-86% of the annual total number of private
housing units, about 63-89% in terms of the total residential floor space
produced. The remaining market production is believed to be shared by fringe
players in the market.

' MTRC was not included in the analysis because it produced no residential developments in the

period. We are aware that in the last 15 years, a total of 31,000 residential flats have been
produced on MTRC sites, equal to one vyear's private housing production. Due to
developments above the airport railway, MTRC will be an important force in the market in the
coming years. However, all its residential projects have been joint ventures with developers.
Of the projects which produced the 31,000 residential units, 9 out of 13 projects involved
major developers (i.e. a developer with at least 5% market share}.

A3-1



Table 1: Market Share of 11 Developers in Production of New Housing Unité,‘
1991-1994

991 1994

A 30% 28%
B 12% 8% 10%
C 5% 16% 10%
D 10% 7% 9%
E 6% 11% 6%
F 2% 4% 3%
G 1% 0% 0%
H 0% 2% 1%
| 1% 1% 1%
J 3% 9% 5%
K 3% 0% 4%
Total 72% 86% 75%

Data Sources: Complied from raw data supplied by Rating and Valuation Department, Hong Kong
Government and information supplied by developers.

4, Table 1 also shows that the market shares of these developers vary from
year to year depending largely upon their building programmes and production
strategy. Table 2 presents the rankings of the top five developers. It shows that
these five developers produced some 51-71% of the total new housing supply on
an annual basis. Out of this 51-71%, over 75% actually came from the top three
developers. Their ranking and market share proportions are largely similar in terms
of supply of residential floor space.

Table 2: Ranking of Top Five Developers in Production of New Housing Units,

1991-1994.
- Ranking © © {® 1991 001992 1993 ¢ 1994 .} 1991.04
1 A A A A A
2 B D B C B
3 D B C E C
4 E C K J D
5 C J E B E
Market Share of Top 61.5% 68.1% 51.0% 70.8% 60.3%
Five
Market Share of Top [+ 51.1% 55.0% 37.0% 54.7% 45.2%
Three
5. There is obviously a high concentration of new private housing supply

from a few developers. In particular, Developers A, B and C are the three
corporate developers which consistently came within the top five producers of
private housing units in the market in the four year period. Developer A was
consistently the largest producer, both in terms of residential units and floor
space. In three out of the four years, Developer A produced not less than 28%
of the total number of housing units and 29% of the total domestic floor space.
Only in 1993 did these figures drop to 15% and 17%, respectively. This was
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also the year in which we see a decrease in the market share of all these major
developers.

Market Share By Flat Size

6. The market concentration of these developers in different housing classes
was also examined. These housing classes are based upon the conventional flat
size classifications used by the Rating and Valuation Department,

7. Tables 3 & 4a-e present the findings. Generally speaking, the total market
share of these eleven developers was very high in nearly all housing classes. In
particular, these developers appear to dominate the supply of Housing Classes B
and C, i.e. flats with a unit saleable area of 40 sq.m. to 99.9 sq.m. For these
types of flats, their combined market share for each of the years 1991-1994
was consistently higher than their market shares of total housing production (ie
all classes). The figures ranged from 62% to 93 %!

Table 3: Market Concentration by Housing Class:1991-94

1991
Class A | ClassB | Class C | Class D | Class E Total
Market Share of 11 Major Developers 34% | 78% | 91% { 63% 50% 72%
1992
Class A | Class B | Class C | Class D Class E Total
Market Share of 11 Major Developers 71% [792% | 85% | 49% 23% 82%
1993
Class A | Class B | Class C | Class D Class E Total
Market Share of 11 Major Developers 51% | 62% | 91% .| 48% 10% 60%
1994
Class A Class B | Class C | Class D Class E Total
Market Share of 11 Major Developers 70% C9Z% T 93% ] 87% 99% 86%
1991-94
Class A | Class B | ClassC | Class D | Class E Total
Market Share of 11 Major Developers 59% | 79% i 91% | 65% 50% 75%
8. Tables 4a-e indicate the rankings, in terms of market share in production,

of the top three developers in the five Housing Classes, respectively. It is
inappropriate to only present the top five rankings because many of the
developers did not have any production of a particular fiat type in some years.

9. For Class A flats, the supply to this lower end of the housing market was
consistently dominated by the same developers, especially Developers C, D and
J(Table 4a). In 1994, these three developers accounted for over 50% of the
overall market production in this class. There appears to be a trend of increased
concentration in production by these few developers in this housing sector.
However, it is worth noting that Developers D and J were not the corporate
giants which dominated the overall market. Figure 1a shows the cumulative
market share of these eleven developers in the supply of Class A units.
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Table 4a: Ranking of Top Three Developers in Production of New Housing Units,

1991-1994, Class A.

Developer

1991

18992

1993 1994

1991-94

A

R~ MM OIO| D

Cumulative
Percentage of
market Share

80.00%

Figure 1a: Market Share of the 11 Major Developers

Class A (not exceeding 39.9 sq.m.)

70.00%

60.00%

50.00%

40.00%

e 91
w92

________ -

e 94

________

e G1-94

5

7 8 9

Array of Developers in Terms of Housing Supply (Descending Order)

10. For Class B flats, there was again a high concentration in production by a

few developers (Table 4b).

Developer A was top of the rank in all four years.

Developers B and D followed but their dominant market positions have been
challenged by others in recent years. A closer look reveals that there has been no
consistent pattern in terms of the collective market share of the top 3 players in
the four year period. It fluctuated between 40-80% of the total (Figure 2b). This
was attributable to a number of factors, such as the production strategies of
individual developers, economies of scale in production, lumpiness in flat supply,



availability of appropriate sites for this housing class, and so on.

Table 4b: Ranking of Top Three Developers in Production of New Housing Units,

1991-1994, Class B.

Developer

1991

1982

1993

1984

1991-94

A

Rl =T mO|O|m

Cumulative
Percentage of
Market Share

100.00%

Figure 1b: Market Share of the 11 Major Developers

Class B (40 to 69.9 sq.m.)

90.00%
80.00% |
70.00% |
—o—91
60.00% |
. —m— 92
50.00% | ! . 93
I
40.00% ! —x— 94
\ = 01-94
30.00% :
. I
20.00% 5 !
I 1
10.00% . L
1 ] I 1 + 1
1 ] I 1 I 1
0.00% 4 4 I A ' I 4
1 2 5 7 8 9 10 1
Array of Developers In Terms of Housing Supply (Descending Order)
11. Market concentration for Class C supply displays a somewhat similar

picture. Developers A and B were the dominant producers in this housing sector
{Table 4c¢). This trend was more evident in recent years. It is worth noting that
the top three players took up about 80% of the market share in 1994 (Figure

1c).
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Table 4c¢: Ranking of Top Three Developers in Production of New Housing Units,
1991-1994, Class C.

Developer 1991 1994
A R
B 2 i
o
D g 3
E
F 3
G
H
i
J
K o s

Figure 1c: Market Share of the 11 Major Developers
Class C (70 to 99.9 sq.m.)

Cumulative
Percentage of
Market Share

100.00%

90.00%

80.00%

70.00%

60.00%

50.00%

40.00%

30.00%

20.00%

10.00%

0.00% . . . . ; . . .

Array of Developers in Terms of Housing Supply (Descending Order)

12. For Class D supply, it is obvious that there have been no consistently
dominant developers (Table 4d). The market share of the top three developers
ranged between 35% and 70% in the 4 year period (Figure 1d).
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Table 4d: Ranking of Top Three Developers in Production of New Housing Units,

1981-1994, Class D.

Deveioper 1891 1992 1993

1994

1991-94

A

Xle|l—|IT|OfTnmlOolO|o

Class D (100 to 159.9 sq.m.
ve ( sq.m)

Market Share

Figure 1d: Market Share of the 11 Major Developers

90.00%

- %4

0.00%

—e— 91
—a— 92
a3
—%—- 94
¥ 01-04

I 1 i
; Q ;
3 5 8

Array of Developers in Terms of Housing Supply (Descencling Order)

11

13.

Class E flats refer to the top end of the housing market. Supply to this

market sector was dominated by several top developers, except in 1994 (Table
4e). However, according to the findings below, the market concentration of the
eleven developers in this housing class was comparatively low, except in 1994

{Figure 1e).
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Table 4e: Ranking of Top Three Developers in Production of New Housing Units,
1991-1994, Class E.

Developer 1991 1992 1993 1994 1891-94
= - - - -
B
c
D
E
F
G
H
!
J
K
Figure 1e: Market Share of the 11 Major Developers
Class E (exceeding 160 sq.m.)
Cumulative
Percentage
of Market Share
100.00%
90.00% E
80.00% : . ' .
70.00% i +I : :
| ' ' . : | ——01
e Rt St B R bRk h s s bl e il I R
. ' : - » s 93
! 'L o —— 94
: ——31-94
-y
10 1
Array of Developers In Terms of Housing Supply

14, Table 5 is the summary table which presents the three largest producers
in each of the housing classes over the study period.
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Table 5: Rankings of the Three Most Dominant

Developers in Each Housing

Class, 1991-1994,

Ranking(In Class A Class B Class C Class D Class E All
Descending (Below (40 to (70 to (100 to (Over 160 Classes
Order) 39.9 69.9 99.9 159.9 sq.m.)
sg.m.) sg.m.) sg.m.) sqg.m.)
1 C A A B B A
2 J B B H F
3 D D D F D
Range of 20% + 40% + 65% 35% + 10% 35%
Cumulative to to to to to to
Market Share 50% + 80% 80% 70% 90% + 55%
of Top Three

15.

Market Concentration -

Summary of observations regarding market

cancentration in the production of new private housing in Hong Kong:

There was a high concentration in terms of the production of new
housing units by a few developers. Between 37% to 55% of the
total annual supply in the market was provided by three
developers.

One developer (Developer A) consistently produced the largest
number of housing units and amount of residential floor space in
the four year period. Generally speaking, these represented a
market share of over 25% of the total annual supply.

Two other developers (Developers B and C) were also dominant
players in housing production. Although within the top five, their
market share proportions tended to vary from year to year probably
depending upon their building programmes and market strategies.
Developer D was also a dominant supplier to the market.

Market concentration in the production of various flat sizes shows
Developers A and B dominated the supply to Housing Classes B
and C, both of which represented the mass housing units in the
primary market.

Developer A, the largest player overall, seemed to have focused
largely on the production of mid range Class B and Class C type
flats, but considerably reduced its market presence in Classes A, D
and E.

Developer C clearly dominated Class A flats and substantially
reduced its presence in other housing markets. On the other hand,
Developer B dominated the up-market Class D and Class E type
flats but also showed considerable presence in the supply of flats
in Classes B and C.

These are important features of the structure of the Hong Kong private sector
housing market.
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Annex 5 : Landholding of Developers

1. HKPU collected various estimates from securities analysts regarding the
amount of residential floor space that the landbanks of developers might
generate (Tables 1 & 2). Based on these estimates, it appears that major
developers have sufficient landholdings to support years of development.

Table1: Estimates of landholding of major developers

3o HKE%) b Kint9e) ] NTE%)
Su . 3 18 79
Henderson 18.9 16 19 65
Cheung Kong 17.1 10 34 56
New World 6.7 33 15 52
Hang Lung 3.6 10 15 75
Sino 3.1 0 45 556

Data source: Lam (1995), Standard Chartered Securities Research Limited.

Table 2: Estimates of residential floor space which might be generated from
developers' landbanks

o Developer. il e e Floor Space Estimateés (mikisgift. GEAY & - &
Sun Hung Kai 27.3
Henderson 21.2
New World 16.2
Cheung Kong 15.4
Sino 4.4
Hang Lung 4.3

Data source: Jardine Fleming Securities Limited, Hong Kong, 1994,

2. Some of the landholdings of the major developers included in table 1 are
in the form of Letters A and B entitiements (Table 3). Possession of these
entitlements provides great advantages to local developers in pursuing property
developments on Government tender sites in the New Territories. Letters A and
B entitlements have been the only means of acquiring certain development sites
from Government in the New Territories.

Table3: Estimates of Letters A/B Entitlements Held by Developers

“Developer - o | o oL etters A&B Entitlerment in Site Arealmillion sq.ft.) -
Sun Hung Kai 16.0
New World 14.0
Henderson 12.3
Cheung Kong 7.8
Hang Lung 0.7
Sino 0.5

Data source: Jardine Fleming Securities Limited, Hong Kong, 1994.
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Annex 6: Market Behaviour of Developers

PART A

1. The HKPU has undertaken several case studies to examine the market behaviour
of developers in the housing market. Specifically, they examined how and whether
developers compete among themselves in the pricing and timing of their sales.

2. The HKPU has undertaken three case studies of eight residential developments
by four developers over the period 1990 to mid-1995. These three case studies include
housing sites in Tseung Kwan O, Ma On Shan and Lam Tin, respectively. The first two
case study areas comprise potentially competing housing development undertaken by
different developers. This will give good illustration of developers' behaviour in a
competitive environment. The third case study area is intended to demonstrate the
situation in which new housing supply is largely dominated by one single developer. The
above three case studies involve land obtained by the developers through tenders and
land exchange.

Case Study 1 - Tseung Kwan O

3. Two private residential developments were included in this case study. These
housing sites are:

{a) Well On Garden {Nan Fung)
{b) Finery Park {Henderson Land)

4, Both sites were acquired by the developers in 1991 through Letters A and B
tenders. They are directly adjacent ta each other. Both developments were planned to
cater for the mass housing and were sold approximately at the same time. It is
worthwhile to compare developers' behaviour in their sale prices and marketing
strategies.

5. Table 1 summarizes the sales programme of these two development in the open
market. Both of them were offered to the market as uncompleted pre-sales flats in
1993, before banks contracted lending to those pre-sales units. Nan Fung's Well On
Garden was the first private housing project in Tseung Kwan O, followed by
Henderson's Finery Park.

Pricing of Flats

6. Developers tended to set the sale prices of their flats based upon {i} the
transaction price of comparable properties achieved in the secondary market, and (ii) the
sale prices offered by its competitor.

7. Well On Garden was the first and foremost private housing development in the
area and there was no secondary market at that time. What Nan Fung did was to
undertake internal sale for Block 1 flats to test the market reaction at the beginning of
March 1993 before the open market sale. The HKPU has no information on how Nan
Fung conducted its internal sale. However, they understand that the market reacted
well with secondary sale price reaching $2,500 p.s.f within days. This became Nan
Fung's reference in setting its open market sale prices.
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Table 1: Pricing Strategy and Market Response - Tseung Kwan O

Well On Garden Finery Park
Date Block(s) No. of % Sold Average Block(s) No. of % Sold Average
Unit on 1st Price Unit on 1st Price
day p.§.f. day p.s.f.
4/3/93 1-4 1,280 Consent to Sale
18/3/93 3 320 100% $2,784
11/5/93 1.2 688 Consent to Sale
30/5/93 1 120 $3,170
11/7/93 2 60 $3,666
11/7/93 2 40 $3,666
11/9/93 1,2 128 $3,685
2/10/93 4 169 $3,526
13/10/93 1,2 110 $3,669
16/10/93 4 169 $3,634
9/11/93 1,2 103 $3,676
9/12/93 1,2 100 $3,671
9/2/94 1,2 68 $4,228
713194 1,2 55 $5,642
28/5/94 1,2 52 $5,642
19/8/94 1,2 108 $4,700
20/10/94 1,2 105 $4,460
26/11/94 1,2 97 $4,445
24/12/94 1,2 96 $4,448
23/1/95 1,2 93 $4,152
23/3/95 1,2 76 $4,211
1/5/95 1,2 73 $4,021
27/11/95 1,2 44 $3,759
11/1/96 1,2 28 $3,675
5/2/96 1,2 18 $3,987
30/5/96 1,2 6 $4,618
26/6/96 1,2 5 $4,856

Sources: Hong Kong Property Journal, Lands Department and information supplied by developer
of Finery Park.

8. On 18 March 1983, all 320 flats in Block 3 were put to the market for sale. The
average sale price was set at $2,784 p.s.f. Market response was good and all flats
were sold out. The sale prices of Block 3 flats subsequently rose to about $3,100 p.s.f
in the secondary market.

9. Henderson clearly referenced the secondary market in setting its price offer.
When 120 units of Block 1 were put to the open market on 30 May 1993, its average
sale price was set at $3,170 p.s.f, which was 14% higher than the first sale price for
Well On Garden. These 120 units were well over-subscribed. In response, the developer
pushed out additional units to the market. Average sale price was then risen to 3,666

p.s.f.

10. On 11 July 1993, Henderson launched a sale of 100 units of Block 2, Finery
Park in two lots. Average prices were $3,666 p.s.f. Market absorption was slow with
only 60% sold eventually. It was in the midst of housing market downturn coupled with
the imposition of Government's anti-speculation measures.
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11. Nan Fung conducted its last open sale of Well On Garden in October 1993. A
total of 338 flats were offered in two lots, with average prices at $3526 p.s.f. and
$3534 p.s.f.

Timing of Sale

12. There was no direct confrontation in timing of the two open market sale of these
two developments. There was generally a time gap of some 2 to 3 months in-between
their sale offers to the market and they tended to alternate each other in timing.

13. The investigation shows that Nan Fung and Henderson obtained from
Government the consent to pre-sale of all the flats on 4 March 1893 and 11 May 1993,
respectively. After obtaining the approval, they did clearly schedule the timing of their
sales in phases. It is not clear whether they did co-ordinate their sales programmes or it
was an outcome of their independent business strategy after considering their rival's
action. This outcome gives both advantages and disadvantages. The advantages are:
Buyers with limited financial resources have the chance to put in bid for flats in both
developments. In case of a very popular housing development, this arrangement will
also avoid tying up too much finance capital and considerable interbank shift in liquidity
in the banking sector within a short period of time. However, the disadvantages include:
Lack of competition reduces consumer choices. As a result, buyers may have to face up
with higher prices. In addition, this situation may also encourage entry of 'hot money'
and speculation.

Quantity of Sale

14. Both developers did not sell all the flats in the open market. Based on the
available data from the Hong Kong Property Journal, only 653 (51%) out of 1,280 units
in Well On Garden and 220 (32%) out of 688 units in Finery Park were put to public
sales. The rest of the units were sold by the developers through internal sales or other
means of allocation.

15. Interna! sale of the flats is one means used by the developers to offload their
inventory risks and to test the market response. Informaticn on who actually bought
these flats is not available. Obviously these buyers have the privilege over the general
public. There were also re-sale of these internal sale flats to the secondary market.
Block 1 flats of Well On Garden was sold to the market with its set sale prices plus a
profit margin of $30,000 per flat.

16. All the public sales in these development were conducted through buyers’
subscription and computer balloting. It is common practice for developers to divide the
entire sale in several smaller lots and push additional units to the market after getting a
favourable initial market response. Developers have the benefits in limiting the market
supply at one time and therefore charging a potentially higher price.
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Case Study 2 - Ma On Shan

17.

18.

number of units offered and sold for the four developments.

Table 2 : Pricing Strategy and Market Response - Ma On Shan

Ma On Shan is a newly developed new town in the New Territories. Four major
housing developments are considered:

(a)
{b)
(c)
(d)

Sunshine City {Henderson Land) - Letter A and B Tender
Ma On Shan Centre (Nan Fung) - Letter A and B Tender

Bayshore Towers (Cheung Kong) - Cash Tender

Villa Athena (Joint venture development between Sun Hung Kai &
YMCA) - Private Treaty

These developments have dominated the private new housing supply in Ma On
Shan over the past three years. Table 2 shows the consent dates, average offer prices,

Sunshine City Ma On Shan Centre Bayshore Towers Villa Athena
Date Block(s] No.of % Sold Aversge No.of % Avecage *% Aversge No. of % Sold Aversge
Unit on 13t Price p.o.f. Unit Soid Price Sold 1] Unit on Ist Price p.at,
day on 15t [ RA on p.st. Day
day it
day
6/4192 AB 480 Consent to Sale
23/4/92 A 240 ] 83,192
/5192 c.o 480 Consent to S&is
1475192 C 240 43,311
373193 N,F,Q.R 928 Consent to Sals
5/3/93 1,048 Consent to Sals
1973193 N.Q 232 43,203
774193 280 T0% 3,104
15/5/93 3 232 3,345
20/6/93 R 172 33,768
771193 128 50% $3.806
[~ 23n783 1,754 Conssat to Seia
BEREE 120 $3.814
14/8193 494 95% $4,457
2778193 179 3,882
479193 108 §0% $4.596
8/1/34 100 80% 34,856
8/1/94 58 80% 84,953
22/1/94 52 95% ¥5,199
221194 438 95% 5,313
8/2/34 EH. JM 2,258 Consent to Sale
573194 J 108 44,707
5/3/94 J 80 5,332
2873794 X 68 5,621
2513194 H.L 64 35,748
2613794 112 30% ¥5.593
10/4794 3 88 $5.822
10/4/94 H,L 64 45,748
775194 M 68 45,354
26/5/94 - M 68 45,048
13/6/94 45,085
28/8/94 44,710
1/8/94 L 88 4,820
7894 T 32 44,878
21/8/94 E 68 44,608
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2178754 X 24 (s
2519734 3 88 V4,770
ECEED 3 32 ¥4,759
2719194 18 1,102 Consent to Sels
1210194 %5 720 [ 100% 14,400
12/10/94 4.5 170 100% $4,549
12710194 2 732 | 100% 35,831
Z4110/94 3 56 T00% 83,800
24110/94 3 36§ 100% 3,800
24710754 T kg T00% 4,937
26/10/94 1 162 20% 45,080
28111794 0 77 35,408
28/11/94 10 15 45,161
15/1/95 G 88 44,405
18/1/95 - 13 45,142
13/5/95 - 50 80% $3.486
1877795 F 738 12,092
2577195 ] 64 B5% 34,300
W | EGAEL 360 18318
71698 EW, KM 268 ¥4.209
S/11/88 EH, M 180 4,206
11/1/96 EH, JM 50 V4,188
201196 EL M 60 ¥4,330
27256 ELM 80 ¥4,291
71296 ELM 0 4,389
2772196 ELM 52 74,806
175736 EL I3 15,649
717596 3 23 4.637
21/6196 E 23 64,842
[arss E 3 4,736

Sources: Hong Kong Property Journal, Real Estate Times Monthly, Lands Department and information
supplied by developers of Sunshine City, Bayshore Towers and Villa Athena.

Pricing of Flats

19. After obtaining the consent to sale on 6 April 1992, Henderson's Sunshine City
was the first private residential development on sale in Ma On Shan. Of the total 4,700
units, 240 of them were put on the market at an average price of $3,192 p.s.f. on 23
April 1992, The market response was overwhelmingly good, with an over-subscription
rate of 8.5 times, and all units were sold out. Then, another lot of 240 units were put
on the market in May 1992 at a slightly higher price of $3,311 p.s.f. and again, all were
sold. In March 1993, 232 units were put on the market at $3,203 p.s.f. but this time
because of the quiet market condition, only 40% of them were reported to be have
been sold.

20. Obtaining the consent to sell on 5 March 1993, units of Nan Fung's Ma On Shan
Centre, with a total 1,048 units, were made available for sale starting from 7 April
1993. 280 units were put on the market and 70% of them were sold at an average
price $3,104 p.s.f. In August 1993, units of Sun Hung Kai's Villa Athena were also
put on the market for sale. 494 units were offered on the market at $4,457 p.s.f. and
95% of them were sold out. During the period of March - August 1993, units of both
Henderson's Sunshine City and Nan Fung's Ma On Shan Centre were put on the market.
However, it was observed that the sales programmes of these units alternated with
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each other and sales prices were rising. In line with the upward market trend, prices of
these developments reached their peak levels in March/April 1994,

21. The property market became cooling down after Government showed its
intention to intervene in the overheated market in March 1994. In May 1994,
Henderson Land decided to reduce prices and successfully sold about 68 units at
$5,048 p.s.f. to $5,354 p.s.f. in Sunshine City. Nan Fung followed suit and reduced
prices in Ma On Shan Centre to $4,710 p.s.f. During the market downturn, Henderson
decided to cut prices further to attrack potential purchasers. Subsequently, about 168
units in Sunshine City were sold at $4,608 p.s.f. to $4,770 p.s.f. during August and
September 1994,

22. Cheung Kong's Bayshore Towers, which was the first development subject to
Government's restrictions on re-sale of pre-sale flats, was the last development offered
to the market in the locality. In October 1994, the first batch of 422 units was sold at
an average price of $4,400 p.s.f. rising gradually up to $5,100 p.s.f. for the last batch
of additional units put to the market. The developer, Cheung Kong, successfully sold
about 800 units (70% of the total 1,102 units in Bayshore Towers) in a relative quiet
market condition. '

23. In this case study, when the market slumped, Henderson's Sunshine City, Nan
Fung's Ma On Shan Centre and Cheung Kong's Bayshore Towers competed by lowering
prices. However, the prices were announced not at the same time but generally a week
or more after each other. Henderson's Sunshine City and Nan Fung's Ma On Shan
Centre launched at roughly the same periods in 1993/94 and appeared to be close
substitutes in the eyes of the consumers. Cheung Kong's Bayshore Towers came late
to the market but seemed to undercut Henderson in its sale prices. For instance, the
sale price of Bayshore Towers when first offered to the market in 12 October 1994 was
$4,400 p.s.f. This was at a discount to Henderson's offer at $4,770 p.s.f. on 25
September 1994. Sun Hung Kai's Villa Athena did not seern to have followed the price
trends of the other developments, probably because it was targeted for the upper end of
the market, and most of its units were sold out in early 1994.

Timing of Sale

24, The HKPU has observed the phenomena that the developers alternated their sale
programmes. The average time gap in-between their sale dates for the developments
was about 20 days. There were some overlaps in promotion periods of the two housing
developments, Sunshine City and Ma On Shan Centre, but their actual public sales did
not overlap each other.

25, All developers in this case did get the sale consent from Government long before
the actual public sale dates. They did plan long ahead in their property sales.

Quantity of Sale

26. Not all the flats were sold in the open market at a time. Developers also divided
the sales in lots and released the units in small batches depending upon the prevailing
market response. Based on information from the Hong Kong Property Journal, about
45% in Sunshine City, 82% in Ma On Shan Centre, 72% in Bayshore Towers and 76%
of Villa Athena were sold in the public sales at the time of analysis. All these units were
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sold through subscription and computer balloting. The remaining portions were either
being held by developers, internally sold or under construction. :

Case Study 3 - Lam Tin

27. Lam Tin comprises two new large housing developments - Laguna City and
Sceneway Garden - developed by the same developer, Cheung Kong. The developer
obtained the site together with some adjacent building lots and, through planning
application and lease modification, developed it into a housing estate. Sceneway Garden
is a housing development on MTR podium.

Pricing of Flats

28. Fiats were put to the open market for sale sixteen times during the period of
1990 to 1995 for Laguna City and four times during 1990-1991 for Sceneway Garden
(Table 3). The pricing of the new flats closely followed the price level of the secondary
market - normally slightly below the second hand market level.

Timing of Sale

29. Laguna City flats were put to the open market for sale in May 1990 for the first
time. Since then, more flats were open for sale at time intervals of two, three or five
months until June 1992 for 11 times. After that, no new fiats were open for sale for a
period of two years. Phase IV were open for sale in May 1994 (2 times), in September
1994, January 1995 and May 1995. Sceneway Garden flats were put out for sale for
the first time in October 1990. Then more flats were put out for sale in November 1990
- less than 10 days between each sale. The fourth sale occurred about four months later
in which all the remaining flats were sold at prices substantially higher than the previous

sales.

Table 3: Pricing Strategy and Market Response - Lam Tin

Laguna City Sceneway Garden
Date Block({s} No.of unit| % sold on| Average | Block{s) [No.of unit] % sold on | Average
1st day | price p.s.f. 1st day |price p.s.f.
28-Apr-90 1-8, 13-17 2,800 Consent to sale
18-May-90 1-6 1,296 90% $1,674
21-Aug-90 7,16 416 70% $1,732
11-Oct-90 13 224 90% $1,756
13-Oct-90 14, 15 448 90% $1,760
24-0Oct-90 1-17 4,112 Consent to sale
30-0ct-90 3, 4,10 768 - $1,626
8-Nov-90 6, 15 496 95% $1,641
15-Nov-90 2,16 480 80% $1,677
8-Jan-91 24-31 1,704 Consent to sale
25-Jan-91 25, 29 424 80% $1,686
31-Jan-91 26, 30 424 80% $1,806
8-Mar-91 24, 28 424 100% $1,944
18-Mar-91 31 216 100% $2,128
26-Mar-91 1,7,8, 1,335 90% $2,425
9,12,
14, 17

AB-7



12-Jul-91 32-38 1,504 Consent to sale
5-Aug-91 17, 32, 35 632

16-Aug-91 33, 37, 38 648 - $3,050
16-Jun-92 9,18 416 Consent to sale
30-Jun-92 9, 18 416 - [ $4,018
6-Apr-94 10-12, 19-23 1,648 Consent to sale
14-May-94 10, 20 128 100% $6,115
21-May-94 21 104 100% $6,285
22-Sep-94 11,19 208 75% $5,885
14-Jan-95 19, 22 128 40% $5,384
6-May-95 11,19, 22 242 30% $5,301

Sources: Hong Kong Property Journal, Lands Department, and information supplied by developer.

Quantity of Sale

30. The developer did not put all the flats to the market for sale at one time. Instead,
only a certain percentage of the total supply were put to the market each time of sale.

Market Competition

31. Laguna City and Sceneway Garden are the only large scale, estate-type housing
development in Lam Tin. There was no evidence of keen competition as the two
projects were developed by the same developer. The only source of competition came
from the second hand Laguna City and Sceneway Garden flats. However, the owners in
the secondary market also took the price set by the developer as a benchmark in
determining their own asking prices. This shows that the pricing of flats in both the
new and secondary markets is interdependent on each other.

A6-8



Annex 6: Market Behaviour of Developers

PART B

33. The Consumer Council conducted 3 case studies of developments in Sha Tin, Tai
Po and Yuen Long, to cover the period 1994 to mid 1996, i.e. a period of 18 months
declining market. [n these case studies, timing for public sale did not generally confront
each other, despite the difference in products in terms of location, type of development
and range of unit size {tables 4-6).

Table 4: Pricing Strategy and Market Response - Sha Tin

Royal Ascot Parc Royale Pristine Villa
Date Block(s} No. of %Sold Average Block(s) No. %Sol Average Block(s) No. %Sold Averags Price
unit Prica of d Prica of p.s.f.
p.s.f. unit p.s.f. unit

18/3/94 1-14 498 Consent to Sala
16/7/94 2-7 163 80% $5,746
10/9/94 10-12 102 - 45,620
1/10/94 . 4-9,13 100 - 85,744
9/11/94 14 22 - 45,871
21/2/95 1-3,6-7 1,224 Consent to Sale

1/3/95% 1-3,5- 640 Consent to Sale

12
11/3/195 1-3,8-7 1,070 830% $5,074
22/10/9 2,5,6.8, 238 100% 34,150
5 12 :
15/1/96 3 60 90% $4,300
28/3/96 1-7 16 - 85,790
Duplex

29/3/96 8-11 1,280 Consent to Sale
13/4/96 9-10 120 - 35,123
11/5/96 10-11 128 - 45,600
11/5/96 10-11 512 - 45,600

6/96 8-9 104 - $5.670

Source: Hong Kong Property Journal, Lands Department, & information supplied by developers of Pristine Villa and Royal
Ascot.
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Table 5: Pricing Strategy and Market Response - Tai Po

Parc Versailles Classical Gardens Serenity Park Richwood Park
Date Block(s] No, of % Average Blockis} No. % Avarage Block{s) No. of % Sold Avarage Block{s} No. % Average Prica
Unit Sold Price of Sold Price p.s.{. Unit Price of Soid pst.
p.s.f. Unit p.s.f. Unit
8/8/94 16-18 431 Cansent to Sale
21/10/94 1-16, A- 217 Consent to Sale
H.J-K
23/12/94 5.9,15 21 . $4.712
12/1/96 18 474 Consent to Sale
22/1/9§ 2.10.16 27 B 44,240
4/3/35 16 €0 100% 43,839
78/3196 8 50 100% 34,087 3.6.14 33 - 93,599 |
18/3/95 18 8 100% 4,087
/4795 8 50 100% $4,160
16/4195 17 50 . $4,252
2974795 1.2 108 80% 4,846
6/7/95 2.7.9,12.16 53 . $33,571
1177195 1-7.10,14- 86 . 43,422
16
26/719% 1-20 420 Consent to Sale
2877198 10 . 4,407
26/8/96 2.3 83 0% 44,075
8/9/98 312 48 - 43,345
8/9/95 312 96 . $3,345
76/9196 2137 402 Consent to Sals
24711/96 22,26,29,30, €0 - $3,507-
33,34,36,37 3,504
24/11/96 22,26,29,30, 63 B
33,34,36,37
2/2/96 2,9 128 - $3,826
12,14,16,28-
28,28,31-32
2/2/96 2,9,12.13.16 128 . 43,790
26.28,31:32
Source: Hong Kong Property Journal, Lands Department.
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Table 6: Pricing Strategy and Market Response - Yuen Long

Palm Springs/Royal Palms Kingswood Villas Crystal Park Bauhinia Garden
Date Blockis) No. % Sold Average Block{s] No. of % Sold Average Biock(s) No. % Sold Averaga Block(s} No. of % Averags
of Price Unit Price of Price Unit Sold Price
Unit p.s.f p.s.f. Unit p.s.t. p.st.
Kingswood Court
25/1%4 114 3.968 Cansent to Sale
Paim Springs
9/2i94 4 375 Consent to Sale
5131194 c 92 100% $3,350-
- 4,154
5/3/94 c 95 100% $3,500-
4,272
12/3194 1,2 238 100% 42,889
19/3/94 c 50 100% $3.681- [ 156 100% 43,138
§.077
19/3/%4 6 116 100% 43,277
30/4/34 [ 30 . 43,876
4,562
27/19/94 1-3,5- 232 Consant to Sals
10,11-
12,15-
16
7{1/98 73 56% 32,527
10/2/95 1.2 432 Consent to Sale
12/4195 c 438 . $2,878
20i4/35 c 30 - 32,759
22/4/35 2 20 - 42,600
9/6/96 38,7 1,088 30% 42,126
18/6/95 10,13-14 800 100% $2,203
117195 2 68 100% $2,267
17195 2 108 100% $2,357
21/7/95 5,7 48 . 42,278
227195 1 58 0% $2,486
22/7/98 1 40 90% $2,482
13/8/85 12 32 100% $2.280
13/8i95 12 240 100% 42,222
2/9/8% 1 98 32,540
Lynwood Court
2/10/95 1-10 2.864 Consent to Sale
17/11/95 4-5,7-8,16 50 - 42,508-
& Dupiex 2,840
16/12/95 2 128 100% 32,283
30/12/95 5 54 100% 42,300
Raoyal Paims
411196 A 224 Cansent ta Sala
411136 8 200 Consent to Sala
2011/36 EX:) 144 100% $2,298
2701136 A 74 42,395-
2,843
212196 5 8 - $2,727
8/2/98 B 50 $2.468-
2,937
8/2/36 -] 50 - 42,466-
2,877
1212/36 7 80 100% 42,320
3073/36 B 50 - $42.478-
3.034
30/3/86 B 41 $2,482-
3,037
2/4/36 92 48 100% 42,520
2/4/96 9 104 100% $2,520
12/4/96 9 40 100% $2,590
18/4/96 Kanswood 5 - $2,774-
Court- 2,810
Duplax
19/5/96 1.6 56 - 82,712,
$2.770

Source: Hong Kong Property Journal, Lands Department and information supplied by developer of Kingswood Villas and Palm

Springs/Raoyal Palms.
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Annex 7: Slippage of Flats Production in 1996

1. In early 1996, the Government announced that the estimate of 27,272
housing units to be completed in 1996 was revised to 19,090 units, i.e., 30%
lower than the original estimate. The 1996 forecast is the lowest level in more
than 16 years and 35% lower than the historical 16-year average. It is a
particular cause for concern in terms of availability of supply.

2. Figures from the Government show that the main cause of this shortfall is
the slippage of production of 9 projects involving 10,400 units by five major
developers. These projects are due to be completed in 1986, and have been
rescheduled until the beginning of 1997.

3. The Consumer Council wrote to these five developers to find out the
reasons for the slower than anticipated production rates. Three developers of
projects involving about 6,500 units have responded to our enquires. Their
responses are summarized below:

Developer {No. of No. of units Reply from developer
developments) involved
A (3) 1,022 . pre-sale consents for the 3
(605/377/40) development projects have not

yet been issued’ and the

developer has not yet made

any decision on the launch of
" these projects.?

B (2) 2,264 . for some technical reasons,

' the developer decided to
completed one project in one
phase in 1997.

1,980 . because of the difficulty in the
foundation work due to the
soil in the area, the comple-
tion of the other project will
be deferred to the end of
1897 or even early 1998.

C (2) 2,730 . no reply
(2,064/666)
D (1) 1,120 - no reply
E (1) 1,280 . the project will be completed

on schedule in late 1996,
when the developer expected
to be granted the Occupation
Permit.

Total: 5 (9) 10,396

Note:' Pre-sale consent is dependent on progress made in developing a project so it is
unclear in this case whether failure to gain consent was a cause or effect of
slippage in the estimated completion date.

Based on the available information, two of these three development projects
have already exceeded the completion dates prescribed in the building
covenants in the land lease.

Source: Information provided by individual developers.
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Annex 8: Time gap between consent date and actual public sale
date of residential developments

1. The Consumer Council has studied the time gap of developers put out
their units for sale in the market after the issue of consent to sale. In the period
January 1994 - April 1996 (i.e. 29 months), the Government issued consents for
the presale of 57 residential developments involving 40,040 housing units.

2. We observed that the time gap between the time when the developers of
the aforesaid residential developments received the consents to sale from the
Government and the time when they put out their units for public sale was quite
lengthy (Table 1). Only 7% of the cases were put out for sale within a month of
the granting of the consent. On average, the time gap was about 120 days, and
in five extreme cases, the time gap was over 540 days. The long period
between sale and consent may distort the effective supply in the residential
property market.

Table 1: Time gap between consent date and actual public sale date of 57
residential developments

Time Gap A B A+B
(No. of days) {No. of cases) {No. of cases) {No. of cases)
0-30 8 3 11
31-60 13 4 17
61-90 1 11 22
91-120 4 6 10
121-150 4 9 13
1561-180 1 8 9
181-210 1 7 8
211-240 1 8 9
241-270 2 5 7
271-300 0 8 8
301-330 0 3 3
331-360 0 3 3
361-390 0 0 0
391-420 0 6 6
421-450 0 3 3
451-480 0 0 0
481-510 0 3 3
511-540 0 1 1
>540 0 5 5
Total no. of cases 45 93 138
No. of cases not 21
put out for sale
Weighted average 59 191 123
{No. of days)
Range {16, 270] [27,669] [15,669]
(No. of days)

Note: Time gap = Date of Consent to Sale - Public Sale Date

A - time gap between consent to sale and public sale of 1st batch of units

B - time gap between consent to sale and public sale of ali the remaining batches of units
Sources: Hong Kong Property Journal, Lands Department.
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Annex 9: Profitability of Developers - Case Studies

Profits at project level

1. A total of 13 residential developments by 9 developers were analysed by
the HKPU. Table 1 summarises the developers' profit margins at individual
project level.

2. It is observed that the profit margins for developments on public auction
land were generally lower than for developments on land obtained by tender. It
is probably due to the fact that land costs are normally lower if land were
obtained through tenders, in particular through Letters A and B tenders. For
those tendered sites, the estimated profit margins range from 77% to 364% of
the total estimated development costs. On the other hand, the estimated profit
margins are in the region of 6% to 109% for lots obtained through public
auction.

3. It also seems that whether a property developer can realise a profit from
his development depends very much on his business foresight. If land was
acquired at a high price at the peak of the property market and sold during the
recession, the developer would most probably suffer a substantial loss on his
project. On the other hand, if he bought land at a low price when the market
was uncertain or moving up from the trough and sold his development in a
buoyant market, he would probably realise a significant profit. =~ Most of this
profit would be attributed to the increase in the value of land.

4, To sum up, it is observed that:
(a) profit margins of development on land acquired by restrictive
Letters A and B tenders tend to be greater than those from
auctioned land. )

(b) developers' profits are mainly attributed to the appreciation in land
values.
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Table 1: Profitability of developers at project level

Land acquired by Letters A and B Tenders
1.Well On Tseung Kwan O | Nan Fung 91 -94 77% - 46% - 52%
Garden 125%
2.Finery Park Tseung Kwan O | Henderson 91 -94 159% - 65% - 72%
Land 196%
3.Sunshine City Ma On Shan Henderson 89 - 95 128% - 89% - 141%
Land 320%
4.Ma On Shan Ma On Shan Nan Fung 90 -93 102% - 91% -127%
Centre 364%
Land acquired by Cash Tender
5.Bayshore Ma On Shan Cheung 91-94 137% - 77%
Towers Kong 174%
Land acquired by Public Auction
6.Avon Park Fanling Sino 91 - 94 33% - 14% - 76%
109%
7 .Harvest Tuen Mun Hang 92 - 95 6% 0.03%
Garden Lung/Nan
Fung
8.Emperor Tsimshatsui Emperor 93 - 96 54% 14%
Height Group
9.Parc Oasis Kowloon Tong Wheelock 91 - 94 45% - 63%
Properties 68%
10.Wing On Happy Valley Wing On 80 - 84 -37% -32%
Lodge Group
11.The Prince Edward Siu On 80 - 84 -69% -45%'
Homestead Road
12.Cheerful Park | Fanling Henderson 89 - 92 100% 45%
Land
13.Goodrich Tuen Mun Nan Fung 90 - 93 106% 89%
Garden
Note: 1. Working assumptions are given in Table 2.

2. Estimated using raw data supplied by the Rating and Valuation

Department.
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‘Table 2: Sales prices vis-a-vis developers' costs in the selected developments

(unit: $/ft2)

1. Well On Garden 670 550 1569 2784 - 3534
2. Finery Park 505 550 1357 3883 - 3894
3. Sunshine City 571 550 1440 3291 - 6050
4. Ma On Shan Centre 646 550 1550 3104 - 5593
5. Bayshore Towers 897 550 1860 4400 - 5080
6. Avon Park 1255 550 2321 3096 - 4846
7. Harvest Garden 1511 550 2651 2796 - 2809
8. Emperor Height 3806 1100 6017 9230
9. Parc Oasis 2468 800 4203 6107 - 7049
10. Wing On Lodge 705 285 1467 930
11. The Homestead 1320 285 2378 740
12. Cheerful Park 386 550 1204 2406
13. Goodrick Garden 467 420 1141 2356

Note: * Total cost included land, construction and finance costs.
Assumptions:
(a) Developments 1-7, 9-13 took 3 years to complete; development 8 took 2 years to
complete.
{b) Construction (professional fees included) and finance costs:
e Developments 1-7, 12: the average construction cost was $550 p.s.f. in 1984
{Davis Langdon & Seah); finance cost at 8.76% p.a.
o Development 8: the average construction cost was $1100 p.s.f. in 1995 (Data
supplied by the Emperor Group); finance cost at 10.75% p.a.
e Development 9: the average construction cost was $800 p.s.f. in 1994 {Davis
Langdon & Seah); finance cost at 8.756% p.a.
e Developments 10-11: the average construction cost was $285 p.s.f. in 1984
(Rating and Valuation Department); finance cost at 14.0% p.a.
e Development 13: the average construction cost was $420 p.s.f. in 1993 (Davis
Langdon & Seah); finance cost at 8.75% p.a.
{c) Land cost:
e Developments 1-5: tender price.
e Developments 6-13: public auction price.
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28/5/90 1-8, 13-17 2,800 L E
18/5/90 16 1,296 90% $1,674
21/8/90 7.16 416 70% $1,732
11/10/90 13 224 90% $1,756
13/10/90 14, 15 448 90% $1,760
24/10/90 1-17 4112 AT E
30/10/90 3.4,10 | 768 - $1,626
8/11/90 6, 15 496 95% $1,641
15/11/90 2, 16 480 80% $1.677
81791 24-31 1,704 RIELE
251791 25, 29 424 80% $1,686
31/1/91 26, 30 424 80% $1,806
873791 24,28 424 100% $1,044
18/3/91 31 216 100% $2,128
26/3/91 1,7.8,9,| 1335 90% $2,425
12, 14, 17
1217091 32-38 1,504 RHLELE
5/8/91 17, 32, 35 632
16/8/91 33, 37, 38 648 - $3,050
16/6/92 9,18 416 BILELE
30/6/92 9, 18 416 T | 4018
6/4/94 10-12, 1923 | 1,648 WA LE
14/5/94 10, 20 128 100% $6.115
21/5/94 21 104 100% $6,285
22/9194 11,19 208 75% $5,885
14/1/95 19, 22 128 40% $5,384
6/5/95 11, 19, 22 242 90% $5,301
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18/3/94 114 498 WL
16/7/04 27 163 80% $5,746
10/9/94 10-12 102 . $5,620
1/10/84 88,13 100 - $5,744
9/11/94 14 » - $5,871
2172/85 1357 | 1.224 T Tk

17395 13512 | 640 it 8

1173085 1357 | 1070 | 90% $5.074
22110095 258681 238 100% $4,150

2
15/1/96 3 60 90% $4,300
28/3/968 1.7 18 - $5.790
Duplex

26/3/96 811 1,280 F 1% %]
13/4/96 9-10 120 - $5123
11/5/06 10-11 128 - $5,600
11/5/96 10-11 512 . $5,600

8196 89 104 $5,670
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21% 2.10.16 27 - $4. 260
1% 16 100% 83, 839
3% 18 100% 3, 087 4.6.14 33 - $3. 589
183% 18 8 100% 4, 087
E3 18 100% 34, 150
154% 17 - $4, 252
4% 1.2 108 0% $4. 846
1% 2.1.9.12 53 E $83,571
18
TEE ) i- 86 - Bz
7,10, 14
15
X7 1-20 20 [T
FEE3 10 - S, 07
2% % 2.3 [ E $4, 075
13 % 312 8 - .35
[E%3 3-12 % - 83, M5
%3% 21-37 402 [T
201 % 22, 26,28, 30,3 ) - $3,507-
3,34,36,37 3,504
117% 22,26.29,30.3 53 -
3,34, 36,37
21% 2.9- 128 - .85
12, 14, 18, 25-
26.28.31-32
1% 29,12 14, 16, 128 - 33, T80
25-26, 28, 31-
32
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2571794 -4 3,968 BHAYS
oHEm
$/2/94 o 34 1% 54,3
5/3//84 3 5] 100% $3, 350-
4,134
5/3/%4 C 85 100% 33, 500-
4,272
1273/94 1,2 238 100% $2. 889
19,3/ ¢ E 100% $3.681- [ 156 100% $3.136
5077
19/3/84 3 116 100% $3. 277
30/4/94 c » - $3. 876-
4,562
27/9/%4 1-3,5- 232 FTT T8 ]
10,11-
12,15-16
771795 T 13 SN | 82927
10/2/95 12 3 BN
12/4/95 3 [ - $2.878
20/4/35 3 x - $2, 759
22/4/95 2 20 $2, 6500
9/6/95 3-5,7 1,088 905 $2, 126
18/6/95 10, 13-14 800 100% $2, 203
171/95 3 68 100% $2, 267
171/95 3 108 100% $2, 357
2177/95 57 48 $2, 276
271795 1 68 " $2, 486
22/1/95 1 40 (5] $2, 482
13/8/95 12 32 100% $2. 280
13/8/95 12 240 100% $2. 222
2/9/95 1 98 £2, 540
[ 1
2/10/95 1-10 2,864 1830
17/11/95 4-5,7-8.16 50 - £2, 508-
& Duplex 2, 840
16/12/95 2 128 100% $2,283
30/12/9% 5 64 100% $2, 300
DN
v1/% A =23 SREHN
1/% 8 0 AR HN
0/1/9% 3,8 144 100% $2. 298
2171796 A k] 2, 395-
2,843
VU% 5 8 - 2,721
V% B % - $2, 468-
2,937
872/9% B F) - $2. 456~
2,877
12/2/9% 1 80 100% $2.320
30/3/9% B 30 - $2,478-
3,034
W% B u - $2, 482-
3,037
2/4/96 [] 43 100% $2, 520
2/4/9%8 ] 104 100% $2.520
12/4/% § 40 100% $2,590
1479 e - 5 - 2, T-
5o 2,910
19/5/% 1.6 56 - $2.712,
£2. 770
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FFfEI R A B A+B

(H%) (EX&E) (EXEEB) ((E%%E)
0-30 8 3 1
31-60 13 4 17
61-90 11 1 22
91-120 4 6 10
121-150 4 9 13
151-180 1 8 9
181-210 1 7 8
211-240 1 8 9
241-270 2 5 7
271-300 0 8 8
301-330 0 3 3
331-360 0 3 3
361-390 0 0 0
391-420 0 6 6
421-450 0 3 3
451-480 0 0 0
481-510 0 3 3
511-540 0 1 1
>540 0 5 5
S 45 93 138
FRAHBENREEEE 21
IR (HE 59 191 123

BERRREEERHE {15, 270] [27,669] [15,669]
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RIS ERREREREN+ —EECBRBEH -

BREACHE D RRSRAESNENTNE  ABEESEREORRVERE
1 - TR SERE R - DHEURERZEHEREBEIE - 17
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BEE T HREIT AT AEFEAE % E109% 2 -
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BRER ZEHtERB R Fus Bt
1. 878 HHEN EY 91-94 77% - 46% - 52%
{Well On Garden ) 125%
2. ERIEE (Finery | iSE# iz S 91 - 94 159% - 65% - 72%
Park) 196%
3 mEL fEHE 89 - 95 128% - 89% - 141%
(Sunshine City) 320%
=k A== B =5 90 - 93 102% - 91% - 127%
{(Ma On Shan 364%
Centre)
LIRS KNSR
5.4 LB =1 240 =208 91-94 137% - 77%
{Bayshore 174%
Towers)
[OOAN:Cish §ia%: Sloke]
6. BT it ELi! 91-94 33% - 14% - 76%
{Avon Park) 109%
7. 59H [ i e/ 92 - 95 6% 0.03%
{Harvest Garden)
8.HRA SR¥pil REEMN 93- 96 54% 14%
{Emperor Height)
9.X—fE SLBElE e 91-94 45% - 68% | 63%
(Parc Oasis)
10.(Wing On MU KETHEN 80 - 84 -37% -32%
Lodge)
11.{The KFiBE Bz 80 - 84 -69% -45%
Homestead)
12. R 58| izt 3 89 - 92 100% 45%
{Cheerful Park)
13.{Goodrich P9 . 90 - 93 106% 89%
Garden)
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b S 534+ A HAER SRR A ERg: St 15N BFEH

1 8ZE 670 550 1569 2784 - 3534
{Well On Garden )
2. ZBICE(Finery Park) 505 550 1357 3883 - 3894
3.F#(Sunshine City) 571 550 1440 3291 - 6050
4. B8 L 646 550 1550 3104 - 5593
{Ma On Shan Centre}
S-S {EH(Bayshore 897 550 1860 4400 - 5080
Towers)
6. ZWEE 1255 550 2321 3096 - 4846
{(Avon Park)
7.E9H 1511 550 2651 2796 - 2809
(Harvest Garden)
8.5ImE 3806 1100 6017 9230
(Emperor Height)
9.X—fF 2468 800 4203 6107 - 7049
(Parc Oasis)
11 .‘The Homestead) 1320 285 2378 740
1 Z.HE?E(Cheerful Park) 386 5§50 1204 2406
13.{Goodrich Garden) 467 420 1141 2356
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10.75%HH -
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HT#10-11 © 1984 F ISR ARG /R $ 285 (R EHERYIRMEEER Y © RE
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RERALIGFF|RB.75%:HH -
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