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NEW GRADE-A OFFICE
SUPPLY CONCENTRATED
IN PUDONG IN Q2 2017

New Grade-A office supply in Q2 reached 263,654 sgm,
down 64% quarter on quarter (Q-0-Q) (see Table 1).

In Q2, the average Grade-A office rent
remained stable at RMB9.8 per sgm per
day (see Table 1).

The overall Grade-A office vacancy rate
also remained stable at 4.2% (see Table 1).
The amount of vacant office space plunged
in Honggiao CBD in Q2.

The office market was quiet with less
leasing activities in some submarkets. Both
the average rents and the occupancy rates
of Puxi Zhongshan Park, Puxi Daning and
Pudong Zhuyuan decreased significantly
due to less leasing activities in these areas.
In Q2, the average rent in Zhongshan Park,
Daning and Zhuyuan decreased 3.9%,
8.8% and 3.3% respectively, compared
with the previous quarter.

Due to the huge amount of new supply in
the second half of 2017, we expect some
landlords to lower asking rents to maintain
occupancy levels. Meanwhile, cost-
sensitive tenants are likely to tighten their
rental budget. However, increasing demand
from financial and consultancy companies
is expected to offset the impact of the huge
supply.

Office rents are expected to remain stable in
Q8. A new wave of lease review is expected
in 2018 for leases signed during the supply
peak of 2014-2015. As landlords are likely
to soften their stance on rents during
negotiation, we expect the average office
rent to decrease 1% year on year (Y-0-Y) in
the coming year.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q2 2017 figure
New supply 263,654 sgm
Rental RMB9.8 / sgm / day
Vacancy rate 4.2%

Price RMB62,721 / sgm

Source: Knight Frank Research
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RENTS AND
PRICES

Due to the moving out of major tenants in
some Premium Grade-A office buildings
on Nanjing West Road, landlords had

to compromise on rents to attract new
tenants. As a result, the average rent of
Nanjing West Road Area dropped 4.3%
Q-0-Q (see Table 2).

With the recovery of Huaihai Middle
Road Area, the average rent in the area
increased slightly by 1% Q-0-Q to
RMB11.1 per sgm per day (see Table 2).

Driven by strong demand from financial
and consultancy companies, the average
rent of Little Lujiazui increased 5.7 %
Q-0-Q to RMB13.0 per sqm per day (see
Table 2).

Xujiahui continued to experience a market
correction with many major tenants in the
area relocating or having moved to new
buildings. Owing to this, the landlords

of old buildings lowered asking rents

to attract tenants. The average rent of
Xujiahui decreased 2.6% compared with
the previous quarter (see Table 2).

Xuhui Binjiang, Post-Expo and Qiantan
showed continued momentum. As one

of the cultural clusters in Shanghai, Xuhui
Binjiang has been appealing to new media
and entertainment enterprises. In Q2,
Xuhui Binjiang performed well with the
average rent reaching RMB7.3 per sqm
per day, a Q-0-Q increase of 12%.

Post-Expo Area has been flourishing since
two years ago with most projects available
for lease. Luneng International Centre,
Expo Baosteel and Huadian Building were
delivered in Q2, pushing up the amount

of available space in Post-Expo Area to
approximately 150,000 sgm. The average
rent reached RMB6.2 per sgm per day.

It is worth noting that Qiantan has become
a new hotspot in Shanghai’s office
market. World Trade Centre Phase One in
Qiantan was completed in Q2, providing
approximately 80,000 sgm of office space
to the market. Qiantan is appealing

to manufacturing, medical companies
and R&D centres from Pudong due to

its availability of a range of amenities
including hospitals and international
schools.

Knight 3
RESEARCH | R QEASR &

FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Major Grade-A office market indicators, Q2 2017

Vacancy rate

Rent Rent % change Vacancy "
Submarket o percentage point
(RMB / sqm / day) (Q-0-Q) rate change (Q-0-Q)
Little Lujiazui 13.0 15.7% 5.0% ©
Nanjing West o o
Road 11.1 14.3% 4.2% 2.1
Huaihai 0
Middle Road 11.1 11.0% 4.2% 105
Xujiahui 7.5 12.6% 6.8% 10.8
Century o o
Avenue 8.1 15.8% 1.1% 103
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q2 2017
District Building Zone Area (sgqm)
Huangpu Gopher Centre Low 671
Changning Nan Fung Tower High 800
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q2 2017
s - . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Xuhui Magnolia Plaza 18" floor unit 138 61,884
Hongkou Citic Plaza 81 floor unit 225 51,618
Minhang Honggiao Zhenro Centre 2" floor unit 331 46,925

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



SUPPLY, TAKE-UP AND VACANCY

In Q2, there was no new office building
completed in Puxi’s CBDs, with new
supply concentrating in Pudong. China
Life Finance Centre in Pudong’s Little
Lujiazui was completed recently, adding
108,000 sgm of office space to the
market. Both the Post Expo and Qiantan
areas witnessed new completions. World
Trade Centre Phase One in Qiantan

and International Metropolis Plaza in
Post Expo were completed, providing
approximately 79,000 sgm and 39,000
sgm of office space respectively.

A huge amount of new offices, over

one million sgm, will be completed in
Shanghai in the second half of 2017,
over 80% of which in emerging business
districts.

The net absorption in Shanghai’s
Grade-A office market reached
approximately 253,000 sqm in Q2, with
that in Core CBDs reaching 122,000
sgm.

The vacancy rate of Nanjing West

Road fell to 4.2%. In addition, newly
completed office buildings in Nanjing
West Road performed well. For example,
HKRI Taikoo Hui achieved an occupancy
rate of over 70% in Q2.

Strong leasing demand halted the
growth of the vacancy rate in Little
Lujiazui, with the rate stayed at 5%. The
vacant space had been quickly filled up
by financial and consultancy companies.

The markets in secondary and emerging
business districts remained stable, with
vacancy rates decreasing slightly by 0.2
and 0.4 percentage point respectively.
The vacancy rates of Zhongshan Park
and Daning Areas recorded increases
of 0.8 and 2.7 percentage points
respectively.

In recent years, Hongqgiao CBD has
become the first choice for companies
considering moving out from the
downtown area. By the end of Q2
2017, office stock in Honggiao CBD
reached over one million sgm with the

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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completions of the Hub, Honggiao Green

Valley and Honggiao Vanke Centre. In
the coming two years, over 600,000
sgm of office space is scheduled for
completion. The huge amount of new
supply will continue to put pressure on
rents. In Q2, the average office rent of
Honggiao CBD decreased 4% Q-0-Q to
RMB6.7 per sgm per day although the
vacancy rate decreased 3.2 percentage
points to 3.9%.

0
2005 2006 2007 2008 2009 2010 2011

118%
116%
114%
112%
110%
18%
16%
14%
12%
0%

2012 2013 2014 2015 2016 20171H

INVESTMENT
MARKET

The property investment market witnessed
six en-bloc transactions and the total
consideration increased 40% Q-0-Q to
RMB10.6 billion, comparable to the figure
in Q2 2016. All these deals involved office
assets.

With domestic economic stability and

in anticipation of RMB appreciation,
overseas funds have been interested in
commercial properties in first-tier Chinese
cities. In Q2, 50% of en-bloc buyers

were overseas funds or developers.
CapitaLand acquired Guozheng Centre

in Wujiaochang, Yangpu for RMB2.64
billion from Baohua Group and sold Innov
Tower in Caohejing, Xuhui District to AEW
Group, a Europe-based fund for RMB1.56
billion. Keppel Land China and AIP fund
bought SOHO Hongkou for RMB3.573
billion. Based on the lettable area, the
unit price was RMB51,000 per sgm. It
was the second time SOHO China have
sold a property after it disposed of SOHO
Century Plaza in 2016.
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GLOBAL BRIEFING

For the latest news, views and analysis
on the world of prime property, visit
KnightFrankblog.com/global-briefing
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