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EFASING DEMAND FOR
~INANCE AND ARTIFICIAL
NTELLIGENCE SECTORS

WAS ROBUST IN Q4

In the fourth quarter (Q4), the new supply in Shanghai’s

Grade-A office market was approximately 360,180 sgm, a

significant increase of 147% compared with the previous
quarter. The total new supply in 2018 was approximately
1.22 million sgm, a decrease of 21% year on year (YOY).

In Q4, the average Grade-A office rent rose
2.1% quarter on quarter (QoQ) to RMB9.7

per sgm per day. The average rent in Core

CBDs also increased to RMB11.8 per sqm
per day.

The office leasing demand of serviced
industries including finance and insurance,
law and consulting firms posted a solid
rebound while that of artificial intelligence
(Al), new energy and pharmaceutical
sectors remained strong. In Q4, the overall
vacancy rate in Shanghai’s Grade-A office
market decreased by 0.2 percentage point
QoQ t0 9.9%.

In Q4, 30 multinational corporations

set up their regional headquarters in
Shanghai, bringing the total number of
regional headquarters in Shanghai to 665
with 85 Asia-Pacific headquarters. Due
to its strategic geographical location and
favorable business environment, Shanghai
has always been the top choice for
foreign companies to set up their regional
headquarters in China. The increasing
number of multinational headquarters will
lead to increased demand in the Grade-A
office market.

After the first China International Import
Expo (CIIE) was successfully held in Q4,
more new technologies and products are
expected to be introduced to the domestic
market. The government’s firm attitude to
achieve greater openness towards foreign

companies will attract more multinational
corporations to invest in China, thus will
further boost both Shanghai Grade-A office
market and the capital market.

Since the World Artificial Intelligence
Conference was held in Xuhui Binjiang

in September, Shanghai endeavors

to accelerate the implementation

and development of Al technology.

Al companies are supported by the
government through talent introduction and
training programme, financial incentives and
other favorable policies. For example, the
government’s key projects will be granted a
maximum amount of RMB20 million as one
of the financial incentives. There are over
400 Al companies in Shanghai which have
formed several industrial clusters including
Puxi Caohejing, Xuhui Binjiang and Pudong
Zhangjiang.

Looking forward, we expect rents in
Shanghai’s Grade-A office market to remain
stable in the first quarter (Q1) of 2019.

The strong growth of emerging sectors,
including co-working spaces, Al and new
energy, has become the crucial factor to
influence the market trend. In addition, over
2.5 million sgm of new supply will be added
to the market in 2019. The new buildings
will be concentrated in Pudong Qiantan,
Hongkou North Bund and Xuhui Binjiang.
The huge amount of new supply will impose
pressure on rental growth in these areas.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q4 2018 figure
New supply 360,180 sgm
Rent RMB9.7 / sgm / day
Vacancy rate 9.9%

Price RMB72,427 / sgm

Source: Knight Frank Research
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RENTS AND
PRICES

In Q4, the market performance varies in
each Core CBD. Boosted by the increasing
demand of finance and consulting sectors,
the average rents in Nanjing West Road
and Little Lujiazui areas increased 2.2%
and 5.1% to RMB11 and RMB13.2 per
sgm per day respectively compared

with the previous quarter. For example,
Everbright Securities rented six floors

with approximately 11,000 sgm of office
space in Tower One Plaza 66 on Nanjing
West Road. Franklin Templeton Sealand
Fund rented 2,500 sgm of office space in
Two International Finance Centre in Little
Lujiazui. The average rent in Huaihai Middle
Road decreased 3.8% QoQ to RMB10.3
per sgm per day as landlords reduced rents
in order to rent out the vacant space that
was previously occupied by major tenants.

Boosted by the strong demand, the emerging
business districts performed well in Q4 and
the average rent increased 2.4% QoQ to
RMB?7.6 per sgm per day. The average rents
in Xuhui Binjiang and Pudong post-Expo
areas increased 2.6% and 7.1% QoQ to
RMB6.8 and RMB7.5 per sqgm per day.

Xuhui Binjiang attracted a number of Al-
related companies with strong government
policy support. Currently, there are more
than 10 Al companies with raised venture
capital of over RMB100 million located in
Xuhui Binjiang. YITU Technology pre-leased
18,000 sgm of office space in the high zone
in Longhua International Phase Two.

The leasing demand in Pudong post-Expo
area is from diversified industries and no
longer confined to domestic or state-
owned enterprises. The average rent was
bolstered by active sectors with higher
budgets including co-working and real
estate. For instance, the co-working space
operator, KASO rented 12,000 sgm of
office space in Luneng International Centre.

Besides, finance and insurance companies
with higher rental affordability are interested
in office spaces in the Century Avenue
area, thus pushed up the average rent to
RMB9.4 per sgm per day, an increase of
6.7% QoQ. AEGON THTF Life Insurance, a
domestic insurance company, leased 2,500
sgm of office space in the high zone of
Century Link Tower Two.

In the primary strata-title sales market,
the average office transaction price

in Shanghai increased significantly by
10.6% QoQ to RMB72,427 per sqm in
Q4. The office portion of Fuxing Plot in
the South Bund Area, Huangpu with an
office GFA of 56,000 sgm was launched
for sale in Q4. The average transaction
price of this project reached RMB73,000
per sqm, contributing most to the
substantial increase in strata-title sales
price in Q4.
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Major Grade-A office sub-market indicators, Q4 2018

Vacancy rate

Rent Rent % change Vacancy g
Submarket percentage point
(RMB / sqm / day) (QoQ) rate change (QoQ)
Little Lujiazui 13.2 15.1% 7.8% 129
Nanjing West o o
Road 11.0 12.2% 3.0% 10.8
Huaihai o o
Middle Road 10.3 13.8% 21% A
Xujiahui 7.4 1 4.8% 3.2% 121
The Century 9.4 16.7% 18.1% 125
Avenue
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q4 2018
District Building Zone Area (sqm)
Xuhui Longhua International Phase Two High 18,000
Pudong Century Link Tower Two High 2,500
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q4 2018
I - . Area Unit Price
District Building Floor / unit (sqm) (RMB / sqm)
Minhang  Macrolink International 5 4 o it 670 60,000
Centre
Xuhui Greenland Centre Phase 454, fio0r unit 352 65,344
Two
Huangpu Office portion of 7th floor unit 1,500 74,138

Fuxing Plot

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



SUPPLY AND DEMAND

As the only office building launched in
Core CBDs in Q4, Foxconn Building in
Little Lujiazui, Pudong was completed
and added 70,000 sgm of office space to
the market.

The vacancy rate in Little Lujiazui
increased by 2.9 percentage points to
7.8% due to the launch of new office
projects.

Other new supplies include the
Honggiao Gate in Honggiao CBD
which brought approximately 73,000-
sgm office space to the market, and
the Office Park developed by CIFI in
Xinzhuang business district with an
office GFA of 29,000 sgm.

In Q4, the office leasing demand of new
energy and pharmaceutical sectors
remained strong. Envision Energy
pre-leased 38,000 sgm of office space

in IM Shanghai. Smith&Nephew, a
pharmaceutical company based in UK,
moved from the Headquarters Building to
One Museum Place, renting 4,000 sgm of
office space.

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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The net absorption in Shanghai’s Grade-A
office market reached approximately
366,000 sgm in Q4 while that in 2018
amounted to approximately 0.84 million
sgm. The vacancy rate in Puxi decreased

INVESTMENT MARKET

In Q4, Shanghai’s investment market was
active, recording 11 en-bloc transactions
for a total consideration of approximately
RMB30.5 billion. Commercial mixed-

use properties are the major asset class
transacted in Q4. Purchasers are mainly
developers and investment funds.

Foreign funds and developers have
shown confidence in Shanghai’s property

investment market. CapitaLand, together
with GIC, acquired Shanghai Star
Harbour International Centre in Hongkou
North Bund Area for approximately
RMB12.8 billion. Star Harbour
International Centre has a total GFA of
approximately 420,000 sgm, comprising
two fifty-storey office buildings with a
seven-storey shopping mall.
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slightly by 0.6 percentage point to 9.3%,
while that in Pudong increased by 0.5
percentage point to 10.8% due to the
new office completions.

Gaw Capital purchased Ocean Towers
of a total GFA of 50,219 sgm in People’s
Square with consortium partners
QuadReal Property Group from ARA
Asset Management Limited. It was the
second time Ocean Towers has been
transacted after it was sold by Ascendas
Group to ARA Asset Management
Limited in 2013.
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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.

EARANEDARZEHUIEEMLER, BEEZRERE. £HE. SRNAME LR KRR
W THBNABEES . FREAARIMNRESEFTERENEVFAMIZTRETSHINNEE.

RECENT MARKET-LEADING RESEARCH PUBLICATIONS
T HA T AR R S

99 == Newnark Knight 3 P eiight = Bioight & wkignt %
84 5 Knight Frank D3 Knignt oL & {i o £k
s

brers P

P

b

Ll

(Y)OUR SPACE Report  Shanghai Quarterly Shanghai Quarterly Beijing Quarterly

() T ERE Report Office Q32018 Report Retail Q32018 Report Office Q32018
EEFEMERE  LEEEmERE IEREFHEMIARE
2018FE=FF 2018 E==F 2018 E=FF

Knight Frank Research Reports are available at
HS B EKARIRE, BB AN KnightFrank.com/Research

%:[m] Follow us on Wechat

] KIEEBEREKS

> Scan the QR code and tune in to the latest property insights and research from Knight Frank.
Tl ARTRE, BN TRESEEANRESHRES.

© Knight Frank 315 2018

This document and the material contained in it is general information only and is subject to change without notice. All images are for
illustration only. No representations or warranties of any nature whatsoever are given, intended or implied. Knight Frank will not be liable
for negligence, or for any direct or indirect consequential losses or damages arising from the use of this information. You should satisfy
yourself about the completeness or accuracy of any information or materials.

This document and the material contained in it is the property of Knight Frank and is given to you on the understanding that such mate-
rial and the ideas, concepts and proposals expressed in it are the intellectual property of Knight Frank and protected by copyright. It is
understood that you may not use this material or any part of it for any reason other than the evaluation of the document unless we have
entered into a further agreement for its use. This document is provided to you in confidence on the understanding it is not disclosed to
anyone other than to your employees who need to evaluate it.

AXHRENETIRE—RAY, THENEEMAMERTEN. AEEFRB#ETHE. AXHHART. BESETEAERHARIE
fRo BEE AL AT E RS B S | BIRATINR, RHRBAAFT. FERNETHREER N TN TEIETLE.

AXHRENBRESE, ERENFEPONS, BEREWHBRG NIRRT, HZHARP. BT LAHEEL M-S, &
FESHEPEAMIL, EAATFUEAREERILENTIERS . AXHERTHBERATRETERE, KRS 5TMGILTHHARS,
AR BEEMAEE.

GLOBAL BRIEFING

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

RESEARCH & CONSULTANCY
R RS

David Ji £8 5 it

Director, Head of Research &
Consultancy, Greater China
EERKPERARREWHEES
+852 2846 9552
david.ji@hk.knightfrank.com

Regina Yang #51i 2

Director, Head of Research &
Consultancy, Shanghai

EEZR LBHAREAREE
+86 21 6032 1728
regina.yang@cn.knightfrank.com

Ocean Ruan Bti¥

Senior Manager, Research & Valuation,
Guangzhou

IR RMENBEREE

+86 20 3839 6408
ocean.ruan@cn.knightfrank.com

Martin Wong F Ji it

Associate Director, Research &
Consultancy, Greater China
AHREXMARER BSOS EIES
+852 2846 7184
martin.wong@hk.knightfrank.com

Cliff So 38

Executive Director, Agency &
Professional Advisory Services,
REPro Knight Frank, Taipei

B timE kY
P RE R BRI DEE
+886 2 8729 8770

cliff.so@repro.knightfrank.com

SHANGHAI OFFICE LEASING
LBEFHES

Peter Zhang HiEZE

Senior Director, Head of Office and
Industrial Services, Shanghai
BREZERLEHARE
TR SEEE

+86 21 6032 1713
peter.zhang@cn.knightfrank.com

P Y Knight 3
DAFrank
& S

.‘ == Global


https://content.knightfrank.com/research/1520/documents/zh-chs/shang-hai-xie-zi-lou-shi-chang-bao-gao-2018nian-2018nian-di-san-ji-du-5941.pdf
https://content.knightfrank.com/research/1521/documents/zh-chs/shang-hai-shang-pu-shi-chang-bao-gao-2018nian-2018nian-di-san-ji-du-5942.pdf
https://content.knightfrank.com/research/1520/documents/zh-chs/shang-hai-xie-zi-lou-shi-chang-bao-gao-2018nian-2018nian-di-san-ji-du-5941.pdf
https://content.knightfrank.com/research/1521/documents/zh-chs/shang-hai-shang-pu-shi-chang-bao-gao-2018nian-2018nian-di-san-ji-du-5942.pdf
https://content.knightfrank.com/research/1527/documents/zh-chs/bei-jing-xie-zi-lou-shi-chang-bao-gao-2018nian-di-san-ji-du-6007.pdf
https://content.knightfrank.com/research/1527/documents/zh-chs/bei-jing-xie-zi-lou-shi-chang-bao-gao-2018nian-di-san-ji-du-6007.pdf
https://content.knightfrank.com/research/1671/documents/zh-chs/ni-wo-kong-jian-ni-wo-kong-jian-6023.pdf
https://content.knightfrank.com/research/1671/documents/zh-chs/ni-wo-kong-jian-ni-wo-kong-jian-6023.pdf

