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SHANGHAI CORE-CBD
GRADE-A OFFICE RENTS
DROP IN Q1 2018

New Grade-A office supply in the first quarter (Q1) of
2018 was 397,041 sgm, a decrease of 20% year-on-

year (Y-0-Y) (see Table 1).

In Q1 2018, the average Grade-A office rent
dropped to RMB9.6 per sgm per day (see
Table 1).

Due to weak leasing demand and the
huge amount of new supply, the overall
Grade-A office vacancy rate increased
1.8 percentage points to 6.1% quarter on
quarter (Q-0-Q) (see Table 1).

With the departure of some major tenants,
the average rent in Core CBDs decreased
to RMB11.6 per sgm per day, a Q-0-Q drop
of 3.3%.

In Q1, the net absorption in Shanghai’s
Grade-A office market was approximately
66,420 sgm (see Figure 2), of which only
19,000 sgm was recorded in Core CBDs.
The vacancy rates in Pudong and Puxi
increased 2.3 and 1.5 percentage points to
5.9% and 6.3% respectively.

In the second quarter (Q2) of 2018, Grade-A

office rents are expected to drop further.
Except some industries with high rental
affordability, for instance, co-working

and high-end financial services, most
companies are expected to relocate to
other business districts offering lower rents
for cost saving.

With the government’s effort on improving
market openness, the local investment
environment has become more favourable
to foreign companies. Restrictions on some
industries previously dominated by state-
owned enterprises, for example, general
manufacturing, telecom, pharmaceutical
and insurance, have now been loosened for
foreign investments.

In the coming years, foreign investment
will play an important role in China’s
economic development. Grade-A office
leasing demand from foreign companies is
expected to post a solid rebound.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q1 2018 figure
New supply 397,041 sgm
Rent RMB9.6 / sgm / day
Vacancy rate 6.1%

Price RMB64,365 / sqgm

Source: Knight Frank Research
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RENTS AND
PRICES

Weak leasing demand and the huge
amount of new supply in Q1 imposed
huge pressure on rental growth in the
Grade-A office market. In Q1, the average
rent dropped one percentage point
compared with the previous quarter. Rents
in Core CBDs decreased to RMB11.6 per
sgm per day with a Q-0-Q drop of 3.3%.
Many landlords flexibly adjusted their
asking rents to absorb the vacant space,
given the departure of some large tenants.

In Little Lujiazui, the additional vacant
space in many Grade-A and Premium
Grade-A office buildings resulted in a
rental drop in Q1. However, thanks to
sustained demand from co-working
companies, some vacant space was
absorbed. This avoided significant falls

in office rents. Local co-working operator
Mixpace, for example, rented 5,700 sgm
of office space in Taiping Finance Tower. In
Q1, office rents in Little Lujiazui averaged
RMB12.7 per sgm per day, down 2.3%
Q-0-Q (see Table 2).

Puxi Nanjing West Road’s office rents
decreased 1.8% Q-0-Q to RMB10.7 per
sgm per day in Q1 (see Table 2). The

low asking rents made offices along
Nanjing West Road appealing to media
and financial companies who opt to set

up relatively small offices in Core CBDs.
Cenic Media, for example, rented 800 sgm
of office space in Jing’an Kerry Centre
Phase Three, while the newly set-up Haifu
Fund rented 1,000 sgm in the high zone of
Plaza 66.
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Major Grade-A office market indicators, Q1 2018
Vacancy rate
0,
Submarket (RMB /Flsenr:l / day) Ren:Q/:»otfge)mge Va::aatr;cy percentage point
a V. change (Q-0-Q)
Little Lujiazui 12.7 12.3% 5.9% 1.4
Nanjing West o o
Road 10.7 11.8% 6.7% 123
Huaihai 0
Middle Road 10.9 11.8% 2.8% <
Xujiahui 7.5 < 12.2% <
Zhongshan 70 o 5.8% o
Park
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q1 2018
District Building Zone Area (sqm)
Hongkou Sinar Mas Place Low 2,400
Jing’an Plaza 66 Tower Two High 1,200
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q1 2018
s - . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Minhang Macrolink Interational Centre 4% floor unit 584 62,373
Xuhui Magnolia Plaza 18" floor unit 238 59,446
Xuhui Greenland Centre Phase Two 18" floor unit 493 70,422

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



SUPPLY, TAKE-UP AND VACANCY

In Q1, several Grade-A office buildings
were completed in Honggiao CBD and
Little Lujiazui, adding approximately
220,000 sgm of office space to the
market, accounting for over half of

the total new supply. LIHPAO Plaza
Phase Two and Honggiao Gate Phase
One located in Honggiao CBD were
handed over in Q1, providing nearly
51,000 sgm and 72,000 sgm office
space to the market respectively,
pushing up the office stock in Honggiao
CBD to approximately 900,000 sgm.

In Little Lujiazui, Lujiazui Fuhui Plaza
and Shimao Tower were completed,
adding approximately 68,000 sgm

and 36,000 sgm of office space to the
market respectively. One Museum Place
developed by Hines and located in Puxi’s
Jing’an District, with an office space of
nearly 58,000 sgm, was also completed
in Q1. In Q2, another approximately
500,000-sgm new supply will be added
to the market, of which 270,000 sgm is
expected to be launched along Pudong
Century Avenue.

The vacancy rates increased in the two
Core CBDs, Nanjing West Road and
Little Lujiazui, by 2.3 and 1.4 percentage
points respectively. The relocation

of some major tenants and the huge
amount of new supply were the main
reasons.

The vacancy rate in emerging business
districts increased 4.7 percentage
points to 9.8% due to the launch of
new office projects in the quarter.
Stable performance was registered in
Hongkou North Bund in Q1. As one of
the beneficiary districts of the Shanghai
Free Trade Zone, North Bund offers tax
and policy supports to enterprises and
offers relatively low rents compared
with other CBDs, appealing to different

FIGURE 2

Grade-A Office Stock, Take-up and Vacancy Rate
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Although the overall office rental
demand was weak in Q1, relatively
strong demand was witnessed from the
Internet and medical companies with
the promotion of technical innovation
and the healthcare concept in China.
Demand for precision services
associated with big data analysis

has increased significantly. Related
industries such as e-commerce,
Internet search engines and healthcare
consulting services have grown rapidly,
boosting demand for office space.

British luxury e-commerce company
Net a porter, for example, rented 1,200
sgm of office space in Plaza 66 Tower
Two in Nanjing West Road. The 360
Company, meanwhile, rented 2,400
sgm in Sinar Mas Place in North Bund.
Bio-rad and Sumitomo Pharma rented
4,000 and 2,000 sgm of office space
in Anlian Tower in Yangpu Dalian Road
and CN Overseas International Centre
in Huangpu District respectively. In
the future, technology and medical

Grade-A office net absomption (Left)
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INVESTMENT
MARKET

In Q1, due to the tightening of bank
credit controls, the conclusion of major
transactions slowed down. In the office
investment market, two en-bloc deals
were closed: Warburg Pincus purchased
Building 23 in Shanghai Business Park
Phase Three located in Caohejing,
covering a total gross floor area (GFA) of
33,505 sqm, while state-owned Shanghai
Guosheng Group purchased Gateway
Plaza in Xuhui District, covering a total
GFA of 49,346 sgm.

consulting services companies, who rely
on big data and block-chain applications
to provide efficient services, will likely
become the new drivers for office rental
growth.

industries settling down. Office services
operator Atlas and financial company
Galaxy Future rented 4,000 sgm and
2,750 sgm of offices in Sinar Mas Place
respectively.
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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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