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HONG KONG: EASING MACROPRUDENTIAL 
MEASURES TO THE RESCUE OF A TANKING 
ECONOMY 
 

Hong Kong has one of the world's expensive real estate markets. But 

the highly priced properties have now been put to test, first by the social 

unrest and then by the prolonged Covid-19 pandemic. In the midst of 

multiple shocks, the HKMA has relaxed the macroprudential measures 

for commercial properties with the loan-to-value (LTV) ratio caps 

adjusting upward by 10 percentage points. The move comes after the 

previous relaxation to allow higher household leverage and two cuts of 

the countercyclical capital buffer (CCyB) since October 2019. 

The reason for a targeted relaxation towards commercial real estate 

may be explained by its poor performance versus residential properties. 

Since the previous peak in June 2019, prices for offices and flatted 

factories have declined by 16% and 12% respectively. Due to the weak 

consumer sentiment and spending, retail properties also face pressure 

and are still stuck in a contraction of 7%. As there is no significant 

improvement in the related unemployment rate, it could imply further 

closure of shops and restaurants without more fiscal stimulus. In 

contrast, home prices have been more resilient with a 2% decline. 

The better performance on residential properties may be attributed to 

the relaxed macroprudential tools earlier. As a consequence, the 

average LTV ratio for new residential mortgage climbed to 58% in June 

2020 from 48% in October 2019, the time when the Mortgage Insurance 

Programme was updated. The laxer liquidity conditions with lower 

interest rates after the Covid-19 outbreak have also facilitated mortgage 

loan growth, which has accelerated from 9.5% YoY in 2019 to 10.6% 

YoY in June 2020. Furthermore, there has been no relevant increase in 

land supply, putting a floor to any downfall of home prices. 

While Hong Kong has suffered its worst decline on GDP growth on 

record in Q1 2020, the impact on property prices is not yet comparable 

to the Asian Financial Crisis in 1997-98 and the Global Financial Crisis 

(GFC) in 2008-09, although still larger than the period of SARS in 2003. 

But this time around, Hong Kong is facing deeper cyclical and structural 

economic pressure. The relaxation of macroprudential measures may 

not necessarily shield further downfall of commercial property prices. 

One of the reasons is that only the LTV ratio is relaxed but not the stress 

test requirement. Unless there is a solid improvement in business and 

consumer sentiment, the easier access to credit alone may not be 

enough to fuel the rebound of prices in commercial properties, 

especially when there is no sign of ebbing geopolitics tides. 
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Missing tranquility 

Hong Kong has one of the world's expensive real estate markets. But the highly priced properties have now been put 
to test, first by the social unrest and then by the prolonged Covid-19 pandemic. In the midst of multiple shocks, the 
Hong Kong Monetary Authority (HKMA) has relaxed the countercyclical macroprudential measures for commercial 
properties with the loan-to-value (LTV) ratio caps adjusting upward by 10 percentage points and raised from 40% to 
50% for general cases.. The move comes after the previous relaxation to allow higher household leverage and two cuts 
of the countercyclical capital buffer (CCyB) since October 2019. 
 
Table 1: Relaxation of Prudential Measures in Hong Kong 

Date Measure 

Oct 2019 
 Mortgage Insurance Programme is amended to allow leverage as high as 90% of the loan-to-value (LTV) ratio 

 The countercyclical capital buffer (CCyB) is reduced to from 2.5% to 2.0% 

Mar 2020  The countercyclical capital buffer (CCyB) is reduced from 2.0% to 1.0% 

Aug 2020  The loan-to-value (LTV) ratio caps for mortgage loans on non-residential properties are adjusted upward by 10 percentage points. 

Source: Natixis, Hong Kong Monetary Authority 

 
Commercial properties facing large pressure 

The reason for a targeted relaxation towards commercial real estate may be explained by its poor performance versus 
residential properties. Offices are facing the toughest headwinds among different property types with sheared prices 
and transactions (Chart 1 and Chart 2). Since the previous peak in June 2019, prices for offices have declined by 16%, 
which is a bigger decline than the correction in 2016. Rent for offices have declined 7.9% comparing to a year ago with 
vacancy rate climbing from 5.1% in June 2019 to 8.1% in June 2020, which may add pressure to cash-flows and profits 
for office landlords (Chart 3 and Chart 4). Industrial properties, which are mainly measured as flatted factories in Hong 
Kong, are also facing a price decline of 12% YoY in June 2020. 

       

Due to the weak consumer sentiment and spending, retail properties also face pressure and are still stuck in a 
contraction of 7% as of June 2020. While the immediate price fall is not as larger as offices and industrial buildings, the 
sharp fall in rent and spike in vacancy rate continues to be worrisome, especially when there is no significant 
improvement in the related unemployment rate and could imply further closure of shops and restaurants under the 
existing fiscal stimulus. In contrast, home prices have been more resilient with a 2% decline. 
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Chart 2
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Hong Kong: Property Rent by Type (%YoY)

Office Industrial Retail Residential

N.B. Data as of June 2020
Source: Natixis, Hong Kong Rating and Valuation Department

0

2

4

6

8

10

12

14

0

2

4

6

8

10

12

14

10 11 12 13 14 15 16 17 18 19 20

Chart 4
Hong Kong: Vacancy Rate (%)

Retail Office

N.B. Data as of June 2020
Source: Natixis, Colliers International, Bloomberg

https://research.natixis.com/Site/en/publication/LuZZK42ukXl9zsfcU7x9gQ%3D%3D?from=share
https://research.natixis.com/Site/en/publication/LuZZK42ukXl9zsfcU7x9gQ%3D%3D?from=share


 

ASIA HOT TOPICS 

 

   3 

 

Home prices are relatively resilient 

The better performance on residential properties may be attributed to the relaxed macroprudential tools earlier. As a 
consequence, the average LTV ratio for new residential mortgage climbed to 58% in June 2020 from 48% in October 
2019, the time when the Mortgage Insurance Programme was updated (Chart 5). The laxer liquidity conditions with 
lower interest rates after the Covid-19 outbreak have also facilitated mortgage loan growth, which has accelerated from 
9.5% YoY in 2019 to 10.6% YoY in June 2020 2020 (Chart 6).  
 

      
 
Furthermore, there has been no relevant increase in land supply, putting a floor to any decline of home prices. Although 
new land supply has increased in 2019, the improvement comes after two years of extremely low land sales (Chart 7). 
There is also no significant increase in the potential unit supply in the coming three to four years according to the 
government estimates (Chart 8). 
 

      
 
Not yet as bad as the past 

While Hong Kong has suffered its worst decline on GDP growth of 9.1% YoY on record in Q1 2020, the impact on the 
property sector is not yet comparable to the Asian Financial Crisis in 1997-98 and the Global Financial Crisis (GFC) in 
2008-09, although still larger than the period of SARS in 2003 (Table 2). But this time around, Hong Kong is facing 
deeper cyclical and structural economic pressure. The relaxation of macroprudential measures may not necessarily 
shield further downfall of commercial property prices. One of the reasons is that only the LTV ratio is relaxed but not 
the stress test requirement. Unless there is a solid improvement in business and consumer sentiment, the easier access 
to credit alone may not be enough to fuel the rebound of prices in commercial properties, especially when there is no 
sign of ebbing geopolitics tides. 
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Chart 6
Hong Kong: Mortgage and Home Price (%YoY)

Mortgage Home Price (rhs)

N.B. Data as of June 2020. Source: Natixis, Hong Kong Monetary Authority, Hong Kong 
Rating and Valuation Department
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Chart 7
Hong Kong: New Land Supply (Thousand sq.m)
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N.B. 2020 data as of H1.
Source: Natixis, Hong Kong Census and Statistics Department
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Table 2: Impact of Shocks on Hong Kong's Real Estate Market 
 

      

  High Low 
Duartion 
(No. of 

Months) 
% Change High Low 

Duartion 
(No. of 

Months) 
% Change 

  Office Industrial 

Asian Financial Crisis Sep-97 Nov-98 14 -50 Sep-97 Oct-98 13 -32 

SARS Jan-03 May-03 4 -9 Jan-03 Jul-03 6 -5 

Global Financial Crisis May-08 Mar-09 10 -29 Jul-08 Feb-09 7 -23 

Recent peak - Now Jun-19 Jun-20 12 -16 Jun-19 Jun-20 12 -12 

  Retail Residential 

Asian Financial Crisis Sep-97 Oct-98 13 -51 Sep-97 Oct-98 13 -44 

SARS Jan-03 Jul-03 6 -4 Jan-03 Jul-03 6 -8 

Global Financial Crisis Jun-08 Jan-09 7 -21 Jun-08 Dec-08 6 -17 

Recent peak - Now Nov-18 Jun-20 19 -13 May-19 Jun-20 13 -3 

N.B. Data as of June 2020                 

Source: Natixis, Hong Kong Rating and Valuation Department           
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with all such restrictions or prohibitions. Neither Natixis, nor any of its affiliates, directors, employees, agents or advisers or any other person may be deemed liable to any person in relation to the distribution, 
possession or delivery of this document in, to or from any jurisdiction.  

 

 

This document has been developed by our economists. It does not constitute a financial analysis and has not been developed in accordance with legal requirements designed to promote the independence 
of investment research. Accordingly, there are no prohibitions on dealing ahead of its dissemination.  

 

This document and all attachments are communicated to each recipient for information purposes only and do not constitute a personalized investment recommendation. They are intended for general 
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Under no circumstances should this document be considered as an official confirmation of a transaction to any person or entity.  

 

This document and any attachment thereto are based on public information and shall not be used nor considered as an undertaking from Natixis. 
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not take into account specific tax rules or accounting methods applicable to counterparties, clients or potential clients of Natixis. Therefore, Natixis shall not be liable for differences, if any, between its own 
valuations and those valuations provided by third parties; as such differences may arise as a result of the application and implementation of alternative accounting methods, tax rules or valuation models. 
The statements, assumptions and opinions contained in this document may be changed or may be withdrawn by Natixis at any time without notice. 

 

Prices and margins are indicative only and are subject to change at any time without notice depending on, inter alia, market conditions. Past performances and simulations of past performances are not a 
reliable indicator and therefore do not anticipate any future results. The information contained in this document may include results of analyses from a quantitative model, which represent potential future 
events that may or may not be realized and is not a complete analysis of every material fact representing any product. Information may be changed or may be withdrawn by Natixis at any time without 
notice.  

 

The statements, assumptions and forecasts contained in this document reflect the judgment of its author(s), unless otherwise specified, and do not reflect the judgment of any other person or of Natixis. 
The information contained in this document should not be assumed to have been updated at any time subsequent to the date shown on the first page of this document and the delivery of this document 
does not constitute a representation by any person that such information will be updated at any time after the date of this document.  

 

Natixis shall not be liable for any financial loss or any decision taken on the basis of the information disclosed in this presentation and Natixis does not provide any advice, including in case of investment 
services. In any event, you should request for any internal and/or external advice that you consider necessary or desirable to obtain, including from any financial, legal, tax or accounting adviser, or any 
other specialist, in order to verify in particular that the transaction (as the case may be) described in this document complies with your objectives and constraints and to obtain an independent valuation of 
the transaction, its risk factors and rewards.  

 

All of the views expressed in this report accurately reflect the author’s personal views regarding any and all of the subject securities or issuers. No part of author compensation was, is or will be, directly or 
indirectly related to the specific recommendations or views expressed in this report.. The personal views of authors may differ from one another. Natixis, its subsidiaries and aff iliates may have issued or 
may issue reports that are inconsistent with, and/or reach different conclusions from, the information presented herein.  

[Natixis may have Conflicts of Interest : Natixis may from time to time, as principal or agent, be involved in a wide range of activities globally, have positions in, or may buy or sell, or make a market in any 
securities, currencies, financial instruments or other assets underlying the instruments to which the Information relates. Natixis activities related to those instruments may have an impact on the price of the 
relevant underlying asset and may give rise to conflicting interests or duties. Natixis may provide services to any member of the same group as the recipient of the Information or any other entity or person 
(a Third Party), engage in any transaction (on its own account or otherwise) with respect to the recipient of the Information or a Third Party, or act in relation to any matter for itself or any Third Party, 
notwithstanding that such services, transactions or actions may be adverse to the recipient of the Information or any member of its group, and Natixis may retain for its own benefit any related remuneration 
or profit. In addition, Natixis may, whether by virtue of the types of relationships described in this paragraph or otherwise, from time to time be in possession of information in relation to a particular instrument 
that is or may be material in the context of that instrument and that may or may not be publicly available or known to you. Our providing you an indicative price quotation or other information with respect to 
any such instrument does not create any obligation on the part of Natixis to disclose to you any such information (whether or not confidential).]  

The stocks/companies mentioned might be subject to specific disclaimers. Please click on the following link to consult them: 
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