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NEW OFHCE STOCK ADDED
TO NORTH BUND AND
QIANTAN AREAS IN Q2 2019

In the second quarter (Q2), the new supply in Shanghai's
Grade-A office market was 135,727 sgm and the net
absorption area increased to 39,000 sgm. In the first

half of 2019, the total newly added Grade-A office space
reached approximately 690,000 sgm.

In Q2, the average Grade-A office rent
dropped 11% QoQ to RMB9.4 per sgm per
day. The average rent in Core Business
Districts continued to decrease to RMB11.4
per sgm per day, with the decline rate higher
than the market average.

Due to the weak leasing demand and the
high vacancy rates of new completions,
the overall vacancy rate in the Shanghai’s
Grade-A office market increased by 0.4
percentage point QoQ to 13.5%.

On 30 June, the National Development and
Reform Commission (NDRC) and the Ministry
of Commerce (MOFCOM) jointly released the
new national and free trade zone negative lists
which outline prohibited and restricted sectors
for foreign investment and a revised catalogue
of sectors that encourage foreign investment.
The restrictive measures in these two negative
lists were trimmed down by 16.7% and 17.8%
respectively, in order to further open up service
sectors including transportation, value-added
telecommunications, infrastructure and
culture, as well as manufacturing, mining and
agriculture sectors, allowing foreign investors’
entry into more areas through holding
companies or sole proprietorship.

The importance of the development in
the real economy is obvious. The revised
catalogue of sectors that encourages
foreign investment also focuses on

encouraging foreign companies to jointly
develop the high-end manufacturing
industry. Some sectors featuring

frontier technologies including 5G core
components, new-energy vehicles and
artificial intelligence are all listed in the
revised catalogue.

We believe that the release of the negative lists
and the catalogue will better serve the foreign
investment in China. By receiving the treatment
equal to that of domestic enterprises, the
foreign enterprises would be more willing to
invest in China. With these incentives in place,
we expect that manufacturing, cultural media
and value-added telecommunications that can
attract foreign investments will become the
pillar industries in the office leasing market in
the long term.

It is expected that there will be new project
totalling over 1.5 million sqm to be completed
in the second half of 2019, of which more than
60% will be situated in the emerging business
districts. The China-US trade frictions have
had negative impacts on both economies

in varying degrees, while the office markets
also suffer with the leasing demand of
multinational enterprises, especially European
and American enterprises being inhibited.
The Grade-A office market rents would face
downward pressure and its vacancy rate
would continue to rise.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q2 2019 figure
New supply 135,727 sgqm
Rent RMB9.4 / sqm / day
Vacancy rate 13.5%

Price RMB67,200 / sgm

Source: Knight Frank Research
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RENTS AND
PRICES

In Q2, the average Grade-A office rent
dropped to RMB9.4 per sqm per day. The
average rent in Core Business Districts
decreased 1.7% QoQ to RMB11.4 per sqgm
per day, with the decline rate higher than
the market average. Amongst, the average
rent in Little Lujiazui decreased 2.4% QoQ
to RMB12.4 per sqm per day. High rents in
Core CBDs make it difficult for companies
with limited budgets to stay due to
weakening economic conditions. Therefore,
landlords continued to reduce rents in
order to attract tenants and accelerate the
absorption rate, leading to a downward
trend in rents in Core CBDs.

In Q2, the average rents of emerging
business districts and secondary business
districts increased 2.7% and 3.1% QoQ
respectively to RMB7.5 and RMB6.6 per sqgm
per day. The movement of TMT, new-energy
and manufacturing industries into the
emerging and secondary business districts
has boosted the market leasing activities
and has lifted up the overall market rents in
these areas.

The Qiantan office market in Pudong remained
active in Q2. The strong leasing demand of
the telecom, media and technology industries
(TMT), new-energy vehicles, retail and trade
industries led to a higher occupancy rate at
27.7% with a QoQ increase of 11 percentage
points. However, the average rent in Qiantan
fell 2.8% QoQ to RMB6.8 per sgm per day.
This drop in the overall rent of Qiantan

was largely due to the low rents of the new
projects completed recently. Given the high
accessibility, the maturing amenities and

the rental level equal to half of that in CBDs,
Qiantan area has attracted a good number of
retailers and trading companies to move in. For
example, TST mask, a cosmetic brand, leased
two-floor office space of approximately 4,000
sgm in Building Two, Crystal Plaza in Qiantan.
Huajin Trading leased 6,000 sgm of office
space in the high zone of Qiantan World Trade
Centre Phase Two.

In the strata-title market, the average office
price fell 9.8% QoQ to RMB67,200 per

sgm. The transactions of Tagen Riverside
Centre and Hengyue Huading Plaza, both
located in Pudong District, were active in Q2.
The majority units of the LOFT type Tagen
Riverside Centre are sized below 70 sgm, with
transaction prices ranging from RMB55,000
to RMB61,000 per sgm. The majority

units of Hengyue Huading Plaza are sized
approximately 65 sgm, with an unit on the 8"
floor sold at RMB118,624 per sqm.
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Grade-A office rental and price indices
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TABLE 2
Major Grade-A office sub-market indicators, Q2 2019

Vacancy rate

Submarket Rent Rent % change Vacancy percentage point
(RMB / sqm / day) (QoQ) rate change (QoQ)
Little Lujiazui 12.4 1 2.4% 10.8% los
Nanjing West 111 1 1.8% 3.5% ©
Road
Huaihai
0, 0, g

Middle Road 9.8 1 1.0% 2.8%
Xujiahui 7.4 1 2.8% 2.9% los
The Century 9.2 © 15.8% 102
Avenue

Source: Knight Frank Research

TABLE 3

Major Grade-A office leasing transactions, Q2 2019
District Building Zone Area (sqm)
Jing’an One Museum Place Mid-zone 5,000
Pudong Building 3, Lujiazui Finance Plaza Mid-zone 2,500

Source: Knight Frank Research

Note: all transactions are subject to confirmation

TABLE 4

Major Grade-A office strata-title sales transactions, Q2 2019

I - . Area Unit Price

District Building Floor / unit (sqm) (RMB / sqm)
Pudong Hengyue Huading Plaza 8" floor unit 65 118,624
Pudong Tagen Riverside Centre 6" floor unit 58 60,743

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



SUPPLY AND DEMAND

In Q2, two new office projects were
completed in Shanghai’s Grade-A office
market, bringing 135,727 sgm of office
space to the market and driving up the total
stock to 18.65 million sgm. The new supply
decreased significantly by 75% compared
with the previous quarter. CapitaLand
Raffles City the Bund East Tower, located in
the North Bund, Hongkou, was completed in
May with an office area of 91,000 sqm. It has
become the third Raffles City Mixed-use
Project in Shanghai after the Raffles City in
the People’s Square area and the Raffles
City Changning in Zhongshan Park area.
The Crystal Plaza Phase Four in Qiantan of
Pudong, developed by Tishman, was also
completed in Q2, adding approximately
45,000 sgm of office space to the market.
This is the final phase of the office portion in
the Crystal Plaza mixed-use development.

Although the demand of overall market
remains weak, TMT sector continues to
drive the Grade-A office leasing demand.

In terms of the market transaction, TMT
companies and co-working operators
accounted for over 50% of total. Farfetch, a
British luxury e-commerce platform, moved
from the World Trade Centre in People’s
Square to One Museum Place in Jing'an
District, taking up 5,000 sgm of office

INVESTMENT

In Q2, the Shanghai property investment
market recorded four en-bloc sales for a
total consideration of over RMB15 billion.
Most of them were commercial mixed-
use developments. Institutional funds and
developers based in USA, Canada and
Singapore were active in the first half of
2019 with a total investment volume of over
RMB35 billion. In April, Phoenix Property
signed a cooperative agreement with
Financial Street Holdings to jointly develop
the One Financial Street Shanghai located
in the north area of Shanghai Railway
Station, Jing’an District. Phoenix Property
purchased four Grade-A office buildings
and retail space in One Financial Street

FIGURE 2

Grade-A office supply, absorption and vacancy rate
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space. The cross-border financial services
provider, iPayLinks leased 2,500 sgm of
office space in the mid-zone of Building 3,
Lujiazui Finance Plaza on Century Avenue.
In addition, though co-working operators
had been quiet for a while after a rapid
expansion, they reactivated in the market
in Q2. Wework leased 10,000 sgm of office
space in the low zone of Yifang Centre

on the North Bund Area, while RX-work, a

MARKET

Shanghai Phase One with a total GFA
of approximately 71,000 sgm for a total
consideration of no less than RMB3 billion.

In the same month, Greenland Hong Kong
sold Greenland Huangpu Binjiang Project
to a Canadian fund - Brookfield Asset
Management. With a total GFA of 257,800
sgm, Greenland Huangpu Binjiang Project
is a residential and commercial mixed
development, of which 112,800 sgm is
designated for office use and 79,300 sgm is
for retail use.

It is reported that in May, the Singapore’s
developer City Developments Limited
(CDL) has entered into agreements with
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domestic co-working brand, leased 14,000
sgm of office space in Daining Music Plaza.

In Q2, due to the new completions and
weak leasing demand, the overall vacancy
rate in Shanghai’'s Grade-A office market
slightly increased 0.4 percentage point QoQ
to 13.5%. However, as the leasing demand
from TMT and co-working sectors remained
stable, the growth in vacancy rates has
slowed down.

Chongging Sincere Property Group to
acquire an approximately 24% effective
equity stake in Sincere Property Group
in the form of sharing subscription and
interest-bearing loan with a maximum

consideration of RMB5.5 billion. Meanwhile,

CDL also acquired 70% equity in Shanghai
Honggiao Sincere Centre Phase Two in
Honggiao CBD for RMB1.2 billion. With a
total GFA of 35,739 sgm, Honggiao Sincere
Centre Phase Two is comprised of office
buildings, serviced apartments and some
retails. This transaction is expected to be
completed in the third quarter of 2019.
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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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