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GROWTH OF
GRADE-A OF

NEW
FICE SUPPLY

STAGGERS IN Q3

New Grade-A office supply in the third quarter (Q3)
of 2018 was approximately 145,700 sgm, a 41.6%
decrease from the previous quarter.

The average Grade-A office rent stayed
flat at RMB9.5 per sqm per day (see
Table 1). The average rent in Core CBDs
also remained stable at RMB11.6 per
sgm per day.

The overall Grade-A office vacancy

rate dropped 0.5 percentage point to
5% quarter on quarter (Q-0-Q) (see
Table 1). Many landlords offered huge
concessions to attract potential tenants
with strict cost controls, thus the overall
vacancy rate declined.

In Q83, leasing demand from finance and
consulting companies persisted while
new energy and artificial intelligence (Al)
industries became more active.

The net absorption in Shanghai’s
Grade-A office market was
approximately 223,355 sgm during

the quarter and that in the first

three quarters in 2018 amounted to
approximately 700,000 sgm (see Figure
2). The vacancy rate in Puxi remained
stable at 4.3%, while that in Pudong
decreased by 1.3 percentage points to
5.9% due to the decrease in vacancy
rates in the Century Avenue area.

In the fourth quarter (Q4), 700,000 sgm
of new office space will be added to the
market. The large amount of new supply
and the weakened leasing demand will
impose downward pressure on Grade-A
office rents and the market rents are
expected to fall. Except co-working
operators and financial institutions such
as banks and insurance companies,

the office leasing demand of other
industries will be further weakened.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q3 2018 figure
New supply 145,700 sqm
Rent RMB9.5 / sgm / day
Vacancy rate 5.0%

Price RMB65,480 / sqgm

Source: Knight Frank Research
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RENTS AND
PRICES

With the global economic slowing down,
companies became more cautious
about the relocation, expansion and
establishment of offices as office
occupational costs account for a large
proportion of operating costs. In Q3,
the average rents in Nanjing West Road
and Huaihai Middle Road fell slightly to
RMB10.8 and RMB10.7 per sgm per
day respectively, both decreasing 0.9
percentage point compared with the
previous quarter.

The average rent in Little Lujiazui remained
at RMB12.6 per sqgm per day (see Table
2). Industries with high rental affordability,
including financial, insurance, law and
consulting firms, were keen to establish
offices in Core CBDs, which support the
rental level in Little Lujiazui. For example,
UBS rented 1,200 sgm in Taiping Finance
Tower, moving from Citibank Tower; Zhong
Lun Law Firm rented 6,000 sgm in Two
International Finance Centre and CCIC
rented 12,000 sgm of office space in
Shanghai Tower.

In Q3, the average rent in Hongkou North
Bund remained at RMB7.0 per sgm per
day. North Bund, featuring shipping and
finance, has attracted many companies.
For example, Ince & Co International

Law Firm which provides consulting
services and legal counselling to shipping
enterprises rented 1,200 sgm in Sinar Mas
Plaza in the North Bund area, relocated
from Park Place on Nanjing West Road.

In the primary strata-title sales market,

the average transaction price of offices

in Shanghai decreased 1.5% Q-0-Q to
RMB65,480 per sgm in Q3. Saleable office
projects are now mainly concentrated in
new emerging business districts such as
Xuhui Binjiang and Honggiao CBD, with
large amount of new supply and relatively
low price. In Q3, the average unit price

of strata-title offices in Xuhui Binjiang
reached RMB70,000 per sgm while that in
Honggiao CBD ranged from RMB30,000 to
RMB63,000 per sgm.
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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 2018

Vacancy rate

Rent Rent % change Vacancy g

Submarket o percentage point

(RMB / sqm / day) (Q-0-Q) rate change (Q-0-Q)
Little Lujiazui 12.6 © 4.9% 101
naniing West 10.8 10.9% 2.2% o
Huaihai o o
Middle Road 10.7 10.9% 2.2% «
Xujiahui 7.8 14.0% 5.3% ©
Zczn?jintury 8.7 11.1% 8.5% 11.0

Source: Knight Frank Research

TABLE 3
Major Grade-A office leasing transactions, Q3 2018

District Building Zone Area (sqm)
Hongkou Sinar Mas Plaza High 1,200
Pudong IFC Phase Two Middle 6,000

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

TABLE 4
Major Grade-A office strata-title sales transactions, Q3 2018
I _— . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Minhang  acrolink International 5y 4000 it 654 63,000
Centre
Xuhui Greenland Centre Phase gy fio6r unit 353 70,563

Two

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



SUPPLY AND DEMAND

New supply was still concentrated in
Pudong and Minhang in Q3. Taikang
Insurance Tower in the Century Avenue

in Pudong, which is also known as
Building 1 of Pudong Financial Plaza was
completed and delivered, bringing 85,700
sgm of office space to the market and
being the last completed office building
in Pudong Financial Plaza Project. SCE
Plaza in Honggiao CBD in Minhang also
came online, adding 60,000 sqm of office
space to the market.

Over 700,000 sgm of new supply will be
completed in Q4, with Hongqgiao CBD and
Qiantan accounting for more than 30% of
the total area. Foxconn Building in the Core
CBD Little Lujiazui will be completed and
delivered in Q4.

Vacancy rate in CBDs increased by

1.4 percentage points Q-0-Q to 6.1%.
Amongst, vacancy rate of Zhuyuan rose
to approximately 3.3%, an increase of
2.0 percentage points from the previous
quarter as the vacant space increased
shortly due to some office tenants’
moving out from Zhuyuan.

FIGURE 2
Grade-A office supply, take-up and vacancy rate
mmmm Grade-A office supply (left) Grade-A office net absorption (left) = \/acancy rate (right)
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New energy and related industries supported
by national policies have developed at a

fast pace and thus a number of companies
with strong office leasing demand have
emerged. Tianyuan Manganese Industry, a
company focusing on new energy and new
materials research and development, moved
from World Plaza on Pudong South Road to
Century Link in the Century Avenue, renting
2,550 sgm of office space.

AREA IN FOCUS

Zhangjiang has gradually become an office
market hotspot in Shanghai. According

to the master plan of Zhangjiang Science
City, Zhangjiang will be upgraded to a

city sub-centre in 2020 to achieve greater
improvements both in zone size and
development scale. Standard office
buildings and retail facilities will be key
developments in Zhangjiang’s office
market. It is expected that Zhangjiang will
become a new emerging office area. Office

portion will be included in most new mixed-
use projects to solve the problem of office
space shortage in the area. For examples,
Sandhill Phase Two and CSC Dongfu
Project, both near Guanglan Road Metro
Station, are expected to add 32,000 and
200,000 sgm of office space respectively to
the market in the future.

In Q83, the average office rent in Zhangjiang
reached RMB4.9 per sgm per day.

INVESTMENT MARKET

In Q3, Shanghai’s investment market
recorded four en-bloc transactions, a
decrease of 67% compared with the
previous quarter, contributed to a total
consideration of approximately RMB1.48
billion. Three of these en-bloc transactions
are office properties. Purchasers are mainly
domestic real estate and investment funds.

Allianz Real Estate and Alpha Asia Macro
Trends Fund Il managed by Allianz

Group and Alpha Investment Partners
respectively, together with a co-investor,
partnered to acquire Bay Valley C6 located
on North Guoquan Road in Yangpu District
for nearly US$90 million. The building has a
gross floor area of 19,768 sgm.

2014 2015 2016 2017 2018Q1-Q3

Leasing demand from autonomous and
smart cars R&D companies was strong as
artificial intelligence (Al) has been widely
used in automotive industry. Swedish car
parts maker Autoliv and its wholly-owned
subsidiary Veoneer, a company focusing on
autonomous driving, leased 4,000 sgqm and
5,000 sgm of office space respectively in
SCE Plaza in Honggiao CBD.

Leasing demand from technology and
pharmaceutical companies was robust.
Office rents along Metro Line 13 are
forecasted to increase significantly after
Metro Line 13 Phase 3 starts operation at
the end of 2018. It is worth noting that the
concept of “Alsland” is putting forward to
attract more Al and Al-related industries
to come to Zhangjiang, thus Al industry
will become a major source of demand for
office space in Zhangjiang.

Shanghai Xiangyong sold six office
buildings, with a total gross floor area of
43,096 sgm, located at No0.328 Wankang
Road in Minhang to CLH in an equity
transaction for RMB384 million.
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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.

RGMAANMNEBASEUFMEEYLEF, BREARE. #AE. SRIEMNEWTERERRKIER
W THHNFmE RS . ERPEANARNRESEFERAMNZ VNI S NETSHINEE.

RECENT MARKET-LEADING RESEARCH PUBLICATIONS
TR A RIS

The Wealth Report Shanghai Quarterly Beijing Quarterly Chinese Outbound
6-Month Update Middle Report Office Q2 2018 Report Office Q2 2018 Real Estate

East DESTHmHRE  ERSTFHGHRE  Investment Report
MEIRE2018EMEN 201858 —=/E 2018 E_=fE October 2018

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-2018-di-er-ji-du-5703.pdf
https://content.knightfrank.com/research/1527/documents/zh-chs/bei-jing-xie-zi-lou-shi-chang-bao-gao-2018nian-di-er-ji-du-5749.pdf
https://content.knightfrank.com/research/1520/documents/zh-chs/shang-hai-xie-zi-lou-shi-chang-bao-gao-2018-di-er-ji-du-5703.pdf
https://content.knightfrank.com/research/1527/documents/zh-chs/bei-jing-xie-zi-lou-shi-chang-bao-gao-2018nian-di-er-ji-du-5749.pdf
https://content.knightfrank.com/research/1001/documents/en/chinese-outbound-real-estate-investment-october-2018-5875.pdf
https://content.knightfrank.com/research/1001/documents/en/chinese-outbound-real-estate-investment-october-2018-5875.pdf
https://content.knightfrank.com/research/1634/documents/zh-chs/2018cai-fu-bao-gao-qiu-ji-ban-2018cai-fu-bao-gao-qiu-ji-ban-5902.pdf
https://content.knightfrank.com/research/1634/documents/zh-chs/2018cai-fu-bao-gao-qiu-ji-ban-2018cai-fu-bao-gao-qiu-ji-ban-5902.pdf

