P ¥ Knight 3
D dAFrank i



RENTAL DECLINE IN CORE CBDS
SLOWED IN Q3 2019

In the third quarter (Q3), new supply in the Shanghai's Grade-A office market was
72,000 sgm and the net absorption area rebounded to 330,000 sgm. In the first three
quarters of 2019, the total newly completed Grade-A office space reached 757,665 sgqm.

The average rent of Grade-A office fell by
11% QoQ, dropping for four consecutive
quarters since the fourth quarter of 2018 to
RMB9.3 per sqm per day.

Due to the limited number of new project
openings and the increased leasing
demand, the overall vacancy rate in the
Grade-A office market in Q3 decreased by
1.4 percentage points QoQ to 12.1%.

The leasing demand was still dominated by
domestic companies, which accounted for
more than 60% while that of European and
American companies accounted for 20%.
The office leasing demand from sectors
including finance, professional services,
TMT and biomedicine remained active.

In Q3, several favourable policies were
introduced and implemented by the
government, encouraging both domestic
and foreign companies to invest and jointly
develop high-end manufacturing, frontier
technology and high-end finance, posing

a positive impact on the future leasing

demand of Shanghai’s overall office
market.

It is expected that there will be another
900,000 sgm of new projects to be completed
in the fourth quarter (Q4), of which most of

the new supply will be concentrated in Xuhui
Binjiang and the Pudong Post-Expo areas. The
above submarkets will face downward pressure
on rents due to the increase in new supply.

Given the weakening demand and lack of
new demand sources, the market rent is
expected to drop 1-2% QoQ in Q4 while the
overall vacancy rate would increase due to
the huge amount of new supply.

Furthermore, with the support of incentive
policies, artificial intelligence (Al) and related
industries will remain a major source of leasing
demand of Grade-A offices in the long term.

TABLE1

Shanghai Grade-A office market indicators

Indicator Q3 2019 figure
New supply 72,000 sgm
Rent RMB9.3 / sqm / day
Vacancy rate 121%

Price RMB67,958 / sgm

Source: Knight Frank Research

POLICY REVIEW

On 26 July, the Shanghai Municipal
Government published “the opinions of
Shanghai’s promotion of the development
of multinational corporation (MNC)'s
regional headquarters by Shanghai
Municipal People’s Government”, which was
implemented on 1 September. According to
the opinions, more asset-light enterprises
in emerging sectors, including Internet and
digitalisation, will benefit from the relaxation
of the standards for the classification

of regional headquarters by receiving

fiscal subsidy and enjoying tax reduction.
Favourable business environment will foster
the development of enterprises, which is

of great benefit to drive the office leasing
demand on the expansion or the setup of
new offices and branches.

On 6 August, the State Council approved
the setup of Lingang area of the Shanghai
Pilot Free Trade Zone (FTZ) and released
a series of favourable policies, which

aimed to establish a cluster featuring
international business, cross-border financial
services, frontier technology research and
development (R&D) as well as cross-border
trade in services. Amongst, the leading
industry including intelligent network and
new energy vehicles (NEV) have gathered

in Lingang. A total of 24 key projects about
intelligent network and NEV covering
manufacturing, application, services and
functional platform signed contracts in
September for a total investment of RMB8
billion. Given the development opportunities
of industries brought by the gathering of
enterprises, the commercial projects in
Lingang area has also drawn attention from
the market. More enterprises locate their
offices in Lingang area, which will have

a positive impact on the development of
Shanghai’s overall office market in the future.

On 12 September, a total of 26 specific
measures were released by the government
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to further promote foreign investment

at a broader and deeper level. Amongst,
relaxing or removing the restrictions on
the proportion of foreign ownership in
financial institutions will not only further
open up several financial sectors including
securities, funds and life insurance, but
boost their office leasing demand as well.
In the same month, the signing ceremony
for 42 foreign-owned projects was held

in Shanghai for a total investment of
approximately RMB55 billion, involving
sectors like intelligent manufacturing,
biomedicine, chemicals, integrated circuit,
new energy, new material, commerce
and trade, as well as finance. Foreign
companies’ desire to step into emerging
industries and financial sector will foster
their growth. In the long run, foreign
companies from the above sectors are
expected to be major driving force of the
Shanghai office leasing market.
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RENTS AND
PRICES

In Q3, the average rent in Core Business
Districts decreased 0.9% QoQ to RMB11.3 per
sgm per day, albeit a slower decline. Amongst,
the average rent in Nanjing West Road and
Huaihai Middle Road remained the same

as that in the second quarter (Q2). Some
landlords in Little Lujiazui previously with high
office rents began to reduce asking rents,
causing the average rent to go down by 1.2%
QoQ to RMB12.2 per sgqm per day.

In Q3, the average rent in the Century Avenue
area dropped by 3.3% QoQ to RMB8.9 per
sqm per day, showing the largest rental decline
among all business districts in Q3. Landlords
slashed rents and offered incentives such

as fit-out contributions and rent-free periods
to allow the vacant space resulting from

new completions and the withdrawal of P2P
companies to be absorbed at a fast pace. The
average vacancy rate of office buildings along
Century Avenue continued to drop for four
consecutive quarters to 14.6%. The Century
Avenue area has become one of the most
favourable markets to undertake the overflow
demand from Little Lujiazui due to its relative
low rents and the vicinity of Little Lujiazui. For
example, Chongqging Fumin Bank rented 1,200
sqm of office space in Yuexiu Tower.

Although the overall office market rent
continued to drop in Q3, the average rent in
some submarkets increased steadily. The
average rent in Xujiahui increased by 2.7%
QoQ to RMBT76 per sqm per day. The high
volume of leasing activity of Grand Gateway
66 in Xujiahui contributed the most to the
overall rental increase in Xujiahui. New
Oriental Education rented 1,650 sgm of office
space in Grand Gateway 66.

The average rent in Hongkou North Bund
increased by 7.8% QoQ to RMB8.3 per sqm
per day. High-end financial and financial
technology companies with high rental
affordability performed actively, pushing up
the rental level in the North Bund area. Puhui
Wealth, a wealth investment and management
company, leased 700 sqm of office space in
the high zone of Sinar Mas Plaza. Liantong
Technical Service, a financial technology
joint venture between American Express and
Lianlian Pay, also rented 2,500 sgm of office
space in the high zone of Sinar Mas Plaza.

In the strata-title market, the average

office price increased slightly 1% QoQ to
RMB67,958 per sqm. The sales performance
of Tagen Riverside Centre in Pudong and
Honggiao R&F Centre in Honggiao CBD were
good in Q3. The LOFT type Tagen Riverside
Centre was well received by the market with
transaction prices ranging from RMB54,000
to RMB60,000 per sgm. Most of the units
sold in Honggiao R&F Centre are office space
sized between 250 sgm and 410 sgm with
transaction price ranging from RMB55,000
to RMB70,000 per sgm in standard office
towers and detached office blocks.
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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, Q3 2019

Vacancy rate

Submarket Rent Rent % change Vacancy percentage point
(RMB / sqm / day) (QoQ) rate change (QoQ)
Little Lujiazui 12.2 1 1.2% 10.2% l o6
Nanjing West 11 © 37% 102
Road
Huaihai
> 0,

Middle Road o8 31% T o3
Xujiahui 76 T 27% 2.6% l o3
The Century 8.9 1 33% 14.6% 112
Avenue

Source: Knight Frank Research

TABLE 3

Major Grade-A office leasing transactions, Q3 2019
District Building Zone Area (sqm)
Hongkou Sinar Mas Plaza High-zone 2,500
Pudong Building 1, Crystal Plaza High-zone 2,100

Source: Knight Frank Research

Note: all transactions are subject to confirmation

TABLE 4

Major Grade-A office strata-title sales transactions, Q3 2019

I - . Area Unit Price

District Building Floor / unit (sqm) (RMB / sqm)
Pudong Hengyue Huading Plaza 6™ floor unit 61 88,266
Xuhui Greenland Centre Phase Two 19t floor unit 504 75,021

Source: Shanghai Real Estate Trading Centre / Knight Frank Research

Note: all transactions are subject to confirmation
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SUPPLY AND DEMAND

In Q3, Lujiazui Binjiang Centre, as the only
new project in Shanghai’s Grade-A office
market, was completed and delivered

in the Pudong Yangjing area, bringing
approximately 72,000 sgm of office space
to the market and driving up the total stock
to 18.72 million sgm. Lujiazui Binjiang
Centre, although acquired by Lujiazui Group
from Greenland Group for RMB3.413 billion
in 2016, was constructed by Greenland after
acquisition.

The new supply gradually decreased in the
previous three quarters in 2019, reaching
approximately 758,000 sgm, 21% lower than
the average level of 960,000 sgm over the
same period since 2016.

Financial companies performed relatively
well in Q3. In terms of new leases, the
leasing demand from the financial sector
accounted for 30% of the total, including
banks as well as investment and financing
lease companies. As the CBDs, both little
Lujiazui and Nanjing West Road areas are
the first choices for financial companies.
For example, American Cathay Bank moved
from Azia Centre to Foxconn Building,
leasing 2,600 sgm of office space in the
low zone. Qingsong Fund, a domestic fund,
leased 300 sgm of office space in Jing'an
Kerry Centre Phase Two on Nanjing West
Road.

It's worth noting that co-working players
still performed well and continued to take
up more space in the office leasing market.
WeWork leased 4,500 sgm of office space
in One Lujiazui in Little Lujiazui in Q3 after
taking up a large space in Yifang Centre in

INVESTMENT

In Q3, the Shanghai property investment
market was quiet, recording four en-bloc
sales for a total consideration of over
RMB2 billion. Of the four transactions,
three involved office properties and one for
mixed-use development. Besides domestic
developers, investors in Q3 also included
funds from South-East Asia.

On 7 August, Daning Partners Limited,
co-invested by Amprop, Chelsfield Group

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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the North Bund Area in Q2. Furthermore,
Singapore co-working company, JustCo
planned to establish a new co-working
space by renting a space of 3,300 sqgm

in LL Land Plaza on Nanjing West Road.
This is JustCo’s third co-working centre in
Shanghai following the other two located
in the Raffles City Changning Tower Three
in the Zhongshan Park area and Wheelock
Square on Nanjing West Road.

Due to limited number of new projects and
stable leasing demand from frontier sectors
including technology, pharmaceutical and

Al, coupled with incentives such as fit-out
contributions and rent-free subsidies periods
offered by landlords, the leasing demand

MARKET

and KHI Holdings, together with Pamfleet
Asset Management, acquired four office
blocks in Daning International Commercial
Plaza of Jing’an Daning from Sino Ocean
for RMB1.454 billion with a total leasable
area of 37,548 sgm. After this acquisition,
Daning Partners Limited and Extra Noble,
the investment subsidiary of Pamfleet Asset
Management hold 50% of the equity for
each. Daning International Commercial
Plaza, a mixed-use complex in Daning,

Grade-A office net absorption (left) === \/acancy rate (right)

1 18%

1 16%

1 14%

1 12%

1 10%

1 8%

1 6%

{ 4%

1 2%

0%

2014 2015 2016 2017 2018 2019Q1-Q3

rebounded with the overall vacancy rate in
the Grade-A office market decreasing by 1.4
percentage points QoQ to 12.1% in Q3.

As one of the few hotspots in Shanghai,
Pudong Qiantan attracted various

types of companies including finance,
biomedicine, frontier technology, high-end
manufacturing and trading companies. High
occupancy rates were recorded in both new
completions and existing office buildings. In
Q3, the average occupancy rate in Qiantan
office market surged from 27% in early
2019 to the current 60%. Louis Dreyfus, a
merchant of agriculture goods in France,
leased 2,100 sqm of office space in Crystal
Plaza Phase Two Building One.

comprises office buildings, hotels and a
shopping street.

On 26 August, First Shanghai Investments
sold Fuhai Business Park Phase Three
located at No.289 Bisheng Road in Pudong to
Shanghai Zhangjiang Group through an equity
transaction for no more than RMB200 million.
The project includes eight office buildings
with a total GFA of 28,775 sqm of which
25,298-sgm is designated for office use.
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