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GRADE-A OFFICE RENTS
REMAINED STEADY

DESPITE ABUNDANT NEW

SUPPLY IN Q1

In the first quarter (Q1) of 2017, 720,000 sgm of new
Grade-A offices were completed in Shanghai with an
increase of 9% quarter on quarter (Q-0-Q) (See Table 1).

In Q1, the average Grade-A office rent
remained stable at RMB9.8 per sqm per
day, unchanged for three consecutive
quarters (See Table 1).

A number of Grade-A office buildings
were completed. New completions

in secondary and emerging business
districts were well received by the market.

The overall Grade-A office vacancy rate
dropped 0.1 percentage point Q-0-Q to
4.2% (See Table 1).

Fast moving consumer goods (FMCG) and
retail enterprises played an important role in
Shanghai’s Grade-A office leasing market.

Many renowned FMCG and retail
companies signed office leases with

new buildings. PepsiCo and UGG leased
4,000 sgm and 2,000 sgm of office space
respectively in Gopher Centre in the Post-
Expo area, Huangpu District. Yum China
will relocate their office to T20 Building
from Grand Gateway 66 in Xujiahui, leasing
approximately 14,000 sgm of space.

In the second quarter (Q2) of 2017,
another 700,000 sgm of new office space
is set to be completed, of which 450,000
sgm will be located in Honggiao CBD,
where the total office stock will reach
approximately 1.2 million sgm then.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q1 2017 figure
New supply 720,000 sgm
Rental RMB 9.8 / sqm / day
Vacancy rate 4.2%

Price RMB 62,472 / sgm

Source: Knight Frank Research

Q-0-Q change (8223(1";)
1 9% N
& 4
| 0.1 percantage point N
10.8% N



SHANGHAI OFFICE MARKET REPORT Q1 2017

RENTS AND
PRICES

The huge amount of new supply imposed
pressure on the leasing market. The
surge in the amount vacant during such
a short period of time had a negative
impact on office rents, particularly in core
CBDs, where rents dropped 1.7% Q-0-Q
in Q1 to RMB11.7 per sgqm per day.

In Little Lujiazui, rents decreased 4.5%
Q-0-Q to RMB12.5 per sgm per day,

as many Grade-A office landlords had

to compromise on rents to maintain the
current low vacancy levels, given the
continual impact of P2P company closure
last year.

Meanwhile, rents in Puxi CBDs (excluding
core CBDs) saw an adverse trend,
increasing 3.6% Q-0-Q due to strong
leasing demand from law firm, FMCG
and consultancy companies in Xujiahui
and People’s Square. As rents went up in
some districts and dropped in others, the
overall rent remained flat compared with
the previous quarter.

For cost-saving purposes, manufacturing
companies are expected to continue
relocating to secondary or emerging
business districts in 2017, while high-end
financial and consultancy companies will
be keen to move to core CBDs.

Although more than two million sgm of
new office space will be completed in
2017, the new space will be absorbed
rapidly due to vigorous demand. The
average rent is expected to remain
stable both in Q2 and the coming 12
months. In core CBDs, office rents are
expected to increase by 3-5% in 2017
owing to the completion of high-quality
new office buildings.
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Grade-A office sub-market indicators, Q1 2017

Vacancy rate

o
Submarket (g foam /day) (GG rate | ”:J:ﬁ;i""?é.z?é?‘
Huangpu 9.8 121% 4.5% 104
Jing’an 10.7 ind 21% 10.2
Pudong 10.8 1 2.7% 2.3% 10.1

Xuhui 9.0 « 5.6% «
Changning 7.8 12.6% 7.0% 103

Source: Knight Frank Research

TABLE 3
Major Grade-A office leasing transactions, Q1 2017

District Building Zone Area (sqm)
Pudong IFC Phase Two High 657
Xuhui The Centre High 779

Source: Knight Frank Research
Note: all transactions are subject to confirmation

TABLE 4
Major Grade-A office strata-title sales transactions, Q1 2017
I _— . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Hongkou  Morth Bund Business 21st floor unit 152 63,561
Centre

Hongkou Citic Plaza 8th floor unit 561 50,024
Minhang Honggiao Zhenro Centre 2nd floor unit 365 40,459

Source: Shanghai Real Estate Trading Centre / Knight Frank Research
Note: all transactions are subject to confirmation



SUPPLY, TAKE-UP AND VACANCY

The new supply focused on CBDs and
secondary business districts, which
combined to provide 460,000 sgm of
office space, accounting for 64% of the
total amount.

HKRI Taikoo Hui Phase 2 and Shanghai
ITC Phase 1 were completed, providing
73,500 sgm and 16,000 sgm of office
space respectively. Landmark office
building Sinar Mas Plaza in North Bund
was handed over with a total office gross
floor area (GFA) of 65,000 sgm.

In Q1, the offering of leasing incentives
started to take effect, reining in the rise
in Grade-A office vacancy rates, with Q1
seeing the first drop in the vacancy rate
since Q2 2016. Despite the moving out
of some large companies, the vacancy
rate of core CBDs in Q1 remained
almost unchanged compared with

the previous quarter, thanks to strong
demand for relocation and lease renewal
from consultancy, law and financial
companies.

Driven by strong leasing demand from
FMCG, retail, traditional consultancy
and financial sectors, the overall net
absorption reached 698,000 sgm, a
Q-0-Q increase of approximately 27%

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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(See Figure 2). The net absorption in

core CBDs reached 41,000 sgm, mainly
attributed to the good leasing performance
of HKRI Taikoo Hui Phase One.

Both secondary and emerging business
districts recorded stable performance,
evidenced by a stable vacancy rate of 4.4%.

Some newly completed office buildings
recorded high pre-lease rates. Sinar Mas
Plaza in the North Bund area attained

a pre-lease rate of over 50%, with

INVESTMENT MARKET

The investment market was active in Q1,
with 13 en-bloc transactions sealed for a
total consideration of RMB7.6 billion, an
increase of 44% compared with a year ago.

The main reason for the robust activity
was the return of capital to tier-one
Mainland cities as a result of the recent

foreign exchange control. Of the 13
transactions, six involved offices, two retail
properties and two serviced apartments.

In the office investment market, Landsea
Green Properties acquired Huangxing
Building in Yangpu District from China
Pacific Insurance for RMB312 million.
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tenants being mainly local architecture,
consultancy and financial companies.

New office developments including HKRI
Taikoo Hui Phase Two and Xujiahui ITC
Phase One attracted some occupiers from
existing buildings in the surrounding areas.
For example, Fangda Law Firm will relocate
from Plaza 66 Tower One to a 4,000-sgm
office space in HKRI Taikoo Hui. Fast
fashion brand H&M will also move from
Eco City to HKRI Taikoo Hui, spanning an
area of approximately 10,000 sgm.

Jiangsu Yancheng Investment acquired
Building B1, Poly Greenland Plaza in
Dalian Road, Yangpu for RMB1.24 billion.
Black Rock, a fund based in the US,
bought Central Park in Changshou Road,
Putuo from Hong Kong Shanghai Alliance
for RMB1.372 billion.
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Knight Frank Research provides strategic advice, consultancy services and forecasting to a wide
range of clients worldwide, including developers and investors, as well as financial and corporate
institutions. All recognise the need for the provision of expert independent advice, customised to
their specific needs.
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