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HIGHLIGHTS

Shanghai's import and export trade
showed a decreasing trend in the
first half of 2013. In the past six
months, Shanghai’s import and
export volume declined 3.7% year on
year. However, Shanghai remained
attractive to foreign investment.
From January to June, the utilised
foreign direct investment increased
12.5% year on year.

In the second quarter, Shanghai’s
land market was extremely active,
with total turnover significantly
increasing 237% quarter on quarter.
Furthermore, of the 37 land
transacted, 15 were sold at a
premium exceeding 20%.

Jing'an Kerry Centre Phase II was
completed in the second quarter,
adding 113,000 sg m of premium
Grade-A office space to the market.
Meanwhile, demand for relocation
remained stable and the vacancy
rate of Grade-A offices fell to 4.8%, a
decrease of 1.1 percentage points
quarter on quarter.

In the second quarter, the average
rental for Grade-A offices decreased
0.8% quarter on quarter to RMB9.0
per sq m per day, falling to the level
of the first quarter of 2012. Premium
Grade-A offices experienced a
significant drop in rents to RMB12.2
per sq m per day, a decrease of 3.1%
quarter on quarter.

The sales and investment market
continued to improve, as shown by
strong transaction activity in the
office property market and land
market. In the second quarter, a
number of large-scale transactions
were recorded with total turnover
exceeding RMB10 billion, a 50%
increase quarter on quarter. So far in
the year, foreign investment has
played a core role in the investment
market. In April, Carlyle Group
acquired Fonterra Trust's Central
Plaza for RMBL1.67 billion, amounting

to a unit price of approximately
RMB35,380 per sq m.

Outlook

In the second half of 2013, Shanghai
will have more new Grade-A office
buildings to be completed, including
two buildings of The Hub in
Honggiao CBD, Shanghai Arch, the
Global Harbor and Lujiazui Century
Financial Plaza, supplying over
260,000 sq m of new space.

As Shanghai's Grade-A office supply
increases, office building landlords
will become more sensitive to
changes in supply, demand and
vacancy rates. They are forced to
quickly adjust asking rents according
to market changes. With vacancy
rates remaining stable, it is expected
that landlords will have a smaller
margin for rental cut. Grade-A office
rents in the second half of 2013 will
maintain a slow pace of growth.

In the office investment market,
demand for both self-occupation
and investment will maintain the
momentum. Currently there are a
number of transactions under
negotiation. It is forecasted that the

investment market will remain active.

Investment transactions of office
properties and land in prime
locations will continue to increase.

As Shanghai’s Grade-A
office supply increases,
office building landlords will
become more sensitive to
changes in rents and
occupancy rates.
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In the first half of 2013,
Shanghai's import and
export trade showed a
decreasing trend, but
Shanghai continued to
drive in foreign investment.

MACROECONOMIC

INDICATORS

In the first half of 2013, Shanghai’s
GDP reached RMB1,016.9 billion, an
increase of 7.7% year on year. The
tertiary sector showed strong
performance with a growth rate of
9.6% year on year, accounting for
61.7% of Shanghai's GDP, 1.3
percentage points higher than the
previous year.

In recent quarters, Shanghai'’s
economy has been growing steadily.
GDP growth rates in the first quarter
and the first half of 2013 reached
7.8% and 7.7% respectively, both
higher than the figures of 7.0% and
7.2% in the first quarter and the first
half of 2012 respectively.

In the first six months, the industrial
output of six key industries increased
3.4% year on year, 3.9 percentage
points higher than the previous year.
At the same time, fixed asset

investment continued to see a double
digital growth. Of this, RMB182.4 billion
was invested in the tertiary sector, a
16.7% increase year on year. Real estate
investment growth was even faster,
reaching RMB126.9 billion, a year on
year increase of 21.7%. Investment in
the office sector reached RMB18.0
billion, an increase of 88.9% year on
year.

In the first half of 2013, Shanghai’s
import and export trade showed a
decreasing trend, falling 3.7% year on
year to USD206.5 billion, 1.1 percentage
points faster than the figure in the first
five months. Despite this, Shanghai
continued to attract foreign investment.
In the first half of 2013, contractual
foreign direct investment increased
1.3% year on year to USD11.4 billion,
while utilised foreign direct investment
(FDI) reached USDS8.3 billion, an increase
of 12.5% compared to the same period
of last year.

Economic indicators, 1H 2013

Economic indicator Figure YoY change (%)
Shanghai Gross Domestic Product (GDP) RMB1,016.9 billion 7.7%

Fixed asset investment RMB231.6 billion 12.1%

Real estate investment RMB126.9 billion 21.7%
Export and import US$206.5 billion -3.7%
Utilised Foreign Direct Investment (FDI) US$8.3 billion 12.5%
Consumer Price Index (CPI) 102.3 (same period of previous year = 100)
Source: Knight Frank Research / Shanghai Statistics Bureau
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In the first quarter, the total
area of commercial land
transacted was 1.1 million
sq m and the total value
reached RMB36.4 billion,
increases of 89.5% and
237% respectively quarter
on quarter.
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In the second quarter, the office land
market was active with frequent
transactions. A total of 1.1 million sq
m of land was transacted and the total
value reached RMB36.4 billion,
increases of 89.5% and 237%
respectively quarter on quarter. Of the
37 land transactions, 15 involved
premiums of over 20%. Records for
the highest total price and floor value
were reset several times during the
first half of 2013.

Major transactions in the second
quarter were in Zone A of Pudong
Post-Expo Area and Honggiao CBD
Core Area Phase I, which are two
influential development areas in
Shanghai. A total of eight commercial
plots in Pudong Post-Expo Zone A
were transacted in the second quarter.
Taiwan Far Eastern New Century Corp.
won plot A09b-02 for a floor value of

RMB40,079 per sq m, edging out the
previous record for the year of
RMB39,932 per sq m set by plot
AQ09A-02 just four hours earlier. The
area of the plot is 6,100 sq m, with a
gross floor area (GFA) of 24,400 sq m.

Honggiao CBD Core Area Phase I also
saw six land transactions in the
second quarter. At the end of June,
Greenland Group and Fujian Taikun
Trade Co., Ltd jointly purchased
Xujing Convention and Exhibition
Center Plot 3 (02-01) located in
Qingpu District for a total price of
RMB4.72 billion. The transaction set a
record for the year in terms of total
price. Located to the south of
National Exhibition Arena and
designated for commercial use, the
plot covers a land area of 184,000 sq
m with a plot ratio of 3.0 and a floor
value of RMB8,539 per sq m.
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A small number of MNCs
closed their offices or
reduced office space due to
slower business growth
and a pessimistic economic
forecast.

SUPPLY AND DEMAND

Shanghai Grade-A office supply and absorption (2003-2013)
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In the second quarter, Jing'an Kerry
Centre Phase Il was completed,
supplying 113,000 sq m office space
to the market. Phase II of the project
includes two buildings: Tower 2
contains 33 office floors with a typical
floor area of 1,325 sq m, while Tower 3
contains 20 office floors with a typical
floor area of 2,800-3,400 sq m. In the
first two quarters, the Nanjing West
Road CBD saw the completion of
Garden Square and Jing'an Kerry
Centre Phase II, pushing up the
current stock of Grade-A office space
in Nanjing West Road CBD to nearly
1.0 million sq m, accounting for 15.4%
of total office space in the city.

The second quarter continued to see
vacancy rates of Grade-A offices
decline. Large MNCs continued to
expand and renew tenancies, while
domestic companies played a greater
role in taking up Grade-A office space,
in particular those from the
professional, financial, manufacturing
and trading industries. Deloitte
expanded to a 20,000-sg-m in Bund
Centre. Other notable leases included

M Grade-A office Net Absorption

2009 2010 2011 2012 2013

one pharmaceutical company's
renting of three floors or 7,000 sq m
of space in Corporate Avenue,
specialty chemicals and materials
company Grace's renting of 1,839 sq
m of office space in K. Wah Centre
and one Singapore retailer’s renting
of 1,700 sq m of space in Novel
Plaza. Overall, the demand side of
the market stayed active and the
vacancy rate of Grade-A offices in
the second quarter decreased to
4.8%, a drop of 0.4 percentage point
quarter on quarter. The Little Lujiazui
area saw vacancy rate fall to 3.3%, a
decrease of 1.1 percentage points
quarter on quarter.

However, a small number of MNCs
closed their offices or reduced office
spaces due to slower business
growth and a pessimistic economic
forecast. Although the number
remained small, when considering
the uncertain prospect of the global
economy, we expect that growth in
demand for office space will face
greater obstacles in the near future.
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In the second quarter, an
increasing number of
Grade-A offices saw
rentals in a downward
trend. Shanghai's average
Grade-A office rent fell
slightly by 0.8% quarter
on quarter to RMB9.0 per
sq m per day, the same
level as in the first quarter
of 2012.

RENT

Shanghai Grade-A office rent index (Q1 2003 - Q2 2013)
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In the second quarter, an increasing
number of Grade-A offices saw rentals
follow a downward trend. In a few
premium Grade-A office buildings,
tenants moved out after their lease
ends due to higher renewal rents than
initial rents. In order to fill up this
empty space, landlords were forced to
quickly lower rents. As a result,
Shanghai’s average Grade-A office
rent fell slightly by 0.8% quarter on
quarter to RMB9.0 per sq m per day,
the same level as in the first quarter of
2012.

Examining specific districts in
Shanghai, Pudong saw office rents

Prime office market indicators, Q2 2013
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decrease 1.6% from the previous
quarter to RMB9.1 per sq m per day, a
percentage point faster than the
decrease seen in Puxi. However, the
Zhuyuan area benefitting from the
relocation of tenants, with rents rising
4.0% quarter on quarter to RMB7.3
per sq m per day, recording the
largest increase among various
districts for this quarter. For premium
Grade-A offices, softened demand led
to average rents falling 3.1% to
RMB12.2 per sq m per day. However,
by lowering the rents, landlords were
able to stabilise the occupancy rates,
which fell slightly by 0.5 percentage
point quarter on quarter.

J

Rent Rent % change Vacancy Vacancy rate'

Submarket d Rate percentage point

(RMB/sq m/day) (QoQ) change (QoQ)
Huangpu 93 11.7% 4.9% 104
Jing'an 11.7 11.8% 3.8% 107
Pudong 9.1 116% 3.8% 111
Xuhui 9.3 10.1% 4.6% 106
Changning 7.5 10.7% 6.4% 105
Source: Knight Frank Research




KnightFrank.com.cn

P ¥ Knight 5
DAaFrank 1

In the second quarter, the
Shanghai office market
recorded several large
transactions, with a total
turnover exceeding RMB10
billion, an increase of 50%
quarter on quarter.

SALES AND INVESTMENT

In the second quarter, sales and
investment in Shanghai's Grade-A
office market were strong. In the
primary market, office supply in urban
areas remained large. A number of
office projects were launched, adding
160,000 sq m of office space to the
sales market. Of this, Greenland
Centre located in Xuhui launched
100,000 sq m of space for sale.
Greenland Centre comprises three
buildings with a typical floor area of
2,000 sq m. The average sale price of
the project reached RMB57,000 per sq
m and the unit sizes range from 400
to 1,200 sq m. Meanwhile, the office
transaction volume remained stable in
the second quarter with a total
transacted area of 148,000 sq m,
equivalent to the figure in the
previous quarter.

In the investment market, strong
activity bolstered the office property
market and land market. In the
second quarter, the Shanghai office
market recorded several large
transactions, with total turnover
exceeding RMB10 billion, an increase
of 50% quarter on quarter. Since the

beginning of the year, foreign
investment has been influential in the
investment market. In April, Carlyle
Group acquired Fonterra Trust's
Central Plaza office buildings for
RMB1.67 billion, amounting to a unit
price of approximately RMB35,380 per
sq m. In May, Greentown Group and
Sunac China jointly announced the
purchase of the Huangpu mixed-use
project which includes residential,
office and retail space from Arch
Capital Group Ltd for RMB7.996
billion. Besides, positive forecast for
the development of the overall real
estate market is promoting land
transfers. In June, CapitaLand China
acquired a 70% stake in Shanghai
Guang Chuan Property, a subsidiary
of Shanghai Shentong Metro Co., for
a consideration of RMB1.9 billion.
Through this acquisition, CapitaLand
Limited obtained Zhabei District Plot
92 and West Tianmu Road Plot 95.
The permitted GFA is approximately
110,000 sg m and the land will be
designated for office, retail, and
residential uses.
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Selected office leasing transactions, Q2 2013

District Building Floor Area (sq m) (RMB/i:n;/day)
Jing’an Jing'an Kerry Centre Mid zone 1,400 9.6
Jing'an Plaza 66 Phase I High zone 3,300 10.5
Changning Dawning Centre Mid zone 1,500 8.0
Huangpu Raffles City High zone 1,100 9.5
Pudong Aurora Plaza High zone 2,200 9.1
Changning SWFC High zone 1,600 125
Source: Knight Frank Research

Selected office sales transactions, Q2 2013

District Building Floor Area (sq m) (RMP;j:: m)
Zhabei Chamtime Corporate Avenue 20/F 1,195 34,348
Xuhui Greenland Centre 7/F 3521 56,806
Xuhui Magnolia Plaza 16/F 1,500 56,641
Xuhui Xuhui Top of City 14/F 1,627 53,959
Putuo Union Tower 19/F 825.0 51,105
Source:  Knight Frank Research / Shanghai Real Estate Trading Centre
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