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HIGHLIGHTS

Shanghai’s GDP increased 7.7% year
on year in the first three quarters.
China (Shanghai) Pilot Free Trade
Zone (FTZ) was officially launched in
the third quarter, which is expected
to further enforce Shanghai’s
economic position and support
strong office demand in the long
term.

Lujiazui Century Financial Plaza
Building 5 was completed in the
third quarter, adding 36,500 sqm of
Grade-A office space to the market.
Shanghai's Grade-A office stock
reached 6.17 million sqm, of which
80% was located in CBD areas.

Demand for Grade-A offices
remained robust with a number of
renewal and expansion transactions
in CBD areas in the third quarter. The
average vacancy rate of Grade-A
offices in Shanghai dropped by 0.4
percentage point quarter on quarter
to 4.4% and rents increased 0.4%
quarter on quarter to RMB9.1 per
sgqm per day after two quarters’
slowdown.

The investment market was active in
2013. In the first three quarters,
according to Knight Frank, the total
value of en-bloc transactions
reached over RMB34.0 billion in
Shanghai, of which RMB26.0 billion
was contributed by the office sector,
amounting to 76.5% of the total.
Shanghai’s CBD areas remained
major clusters for investors. In the
first three quarters, Huangpu District
recorded five en-bloc transactions
with a total value of approximately
RMB9.0 billion.

Outlook

The establishment of Shanghai
FTZ will have a direct positive
impact on surrounding office
areas. During the third quarter,
the average office rent in the
Shanghai FTZ area already
increased 30% quarter on quarter
and some offices saw their rents
doubled. Led by firms from the
financial, investment, trading and
retail industries, office demand in
Shanghai FTZ will remain strong
and further expand to CBD areas,
boosting the overall office
demand in Shanghai.

We expect Grade-A office supply
to surge starting from the fourth
quarter of 2013. In the coming
three years, the new supply of
Grade-A offices in Shanghai could
reach 5.0 million sqm. Tenants are
expected to actively pursue an
optimal balance between
operational costs and company
revenues to embrace alternative
workplace strategies and take
advantage of increased stock.

A huge amount of
forthcoming Grade-A office
supply is expected to play
into the hands of tenants.
Tenants are expected to
actively pursue a balance
between operational costs
and company revenues to
embrace alternative
workplace strategies and
take advantage of increased
stock.
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The establishment of China
(Shanghai) Pilot Free Trade
Zone stimulated
improvement in Shanghai's
Grade-A office market. The
favourable polices and
ambitious plans are
expected to bring about
positive impacts.

MACROECONOMIC

INDICATORS

In the first three quarters, Shanghai'’s
GDP reached RMB1,547.4 billion, an
increase of 7.7% year on year. Fixed
asset investment increased 11.1% year
on year to RMB375.4 billion, of which
real estate investment increased
20.7% to RMB201 billion. In the first
nine months of 2013, Shanghai’s
contractual Foreign Direct Investment
(FDI) dropped by 5.3% year on year to
USD16.6 billion, but utilised FDI still
increased 10.1% year on year to
USD13.5 billion.

In September, China (Shanghai) Pilot
Free Trade Zone (FTZ) was officially
launched, covering a land area of
28.78 sq km. The government will
reform the foreign investment access
system in terms of financial, shipping,
trading, professional, cultural and
social services in Shanghai FTZ, which
will make Shanghai more competitive
in the international trade, shipping
and financial sectors.

In July 2013, Huangpu District
Government announced ‘Ten
initiatives to develop the Bund
Financial Innovation Pilot Zone".

Economic indicators, Q1-Q3 2013

According to the plan, the Bund Area
will become a cluster for Internet-based
financial companies, attracting online
banking, online insurance and online
security firms. In September 2013,
Huangpu District Government released
“Detailed guideline to develop the Bund
Financial Innovation Pilot Zone”,
allowing leading Internet-based
financial companies to use “the Bund” in
their company names. In addition, the
Zone will offer more attractive
preferential policies including higher
bonus and awards for financial
innovation firms. For example,
innovation awards up to RMB500,000
will be presented to outstanding
enterprises.

The establishment of China (Shanghai)
Pilot Free Trade Zone is expected to
stimulate improvement in Shanghai's
Grade-A office market. The favourable
polices and ambitious plans are
expected to bring about positive
impacts. Office demand from the
financial, trading and professional
services sectors will continue to
increase.

Economic indicator Figure YoY change (%)
Shanghai Gross Domestic Product (GDP) RMBL1,547.4 billion 17.7%

Fixed asset investment RMB375.4 billion 111.1%

Real estate investment RMB201.0 billion 120.7%
Export and import US$324.0 billion 113%
Utilised Foreign Direct Investment (FDI) US$13.5 billion 110.1%
Consumer Price Index (CPI) 102.2 (same period of previous year = 100)
Source: Knight Frank Research / Shanghai Statistics Bureau
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LAND MARKET

Since 2013, several prime Shanghai commercial land transaction volume and value (Q1 2010 - Q3 2013)

commercial land sites in
the Inner-Ring-Road area
were sold which has
refreshed the land price
record several times. In the
first three quarters, the
total transacted value of
commercial land in
Shanghai already reached
RMB81.2 billion.
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In the third quarter, the commercial
land market was less active than the
residential land market. However, the
market still witnessed six commercial
plot transactions in the
Inner-Ring-Road area. So far in 2013,
a number of commercial sites in the
Inner-Ring-Road area were sold,
repeatedly refreshing the highest land
price record. In the first three
quarters, the total value of
commercial land transacted in
Shanghai already reached RMB81.2
billion.

In September, Sun Hung Kai
Properties acquired the Xujiahui
Centre Project plot for a total
consideration of RMB21.77 billion or a
floor value of RMB37,277 per sqm, the
highest land value in Shanghai. The
plot covers a site area of 99,000 sgm
with a total gross floor area (GFA) of
584,000 sgm above ground and
200,000 sgm underground (including
120,000 sgm of retail space). Sun
Hung Kai will invest HK$40 billion in
this project and provide 400,000 sgm
of office space to the market.

In August, Hines' subsidiary Jade Kite
Tail ZE 2013 Limited acquired Plot 60
in the Shimen Er Road sub-district of
Jing'an District for RMB3.706 billion or
a floor value of RMB27,256 per sqm.
Plot 60 is located in the northeast of
Jing'an District, bordering
Shanhaiguan Road to the south and
Datian Road to the east. The plot
covers a land area of 17,937.7 sqm
with a plot ratio of 7.58. Hines Real
Estate plans a mixed-use
development on the site, with a total
GFA of 156,000 sgqm, including
134,000 sgm of office space and
22,000 sgm of retail space.
Benefiting from the development of
the North Bund area in Hongkou
District, Shanghai Sunac Greentown
acquired Plot hk275A-02 in Tilangiao
of Hongkou District in July for
RMB1.044 billion or a floor value of
RMB26,832 per sqm, 49.1% higher
than the reserve price. Bordering
Zhoujiazui Road to the south and
Shanggiu Road to the east, the plot
covers a land area of 10,239 sgm with
a total GFA of 38,909 sqm.
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Grade-A office demand in
Shanghai was robust in the
third quarter. Professional
services, financial and
investment firms preferred
to renew and expand office
space in CBD areas.

SUPPLY AND DEMAND

Shanghai Grade-A office supply and absorption (2003 - 2013)
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Lujiazui Century Financial Plaza
Building 5 was completed in the third
quarter, adding 36,500 sqgm of
Grade-A office space to the market.
Located in the Pudong Huamu area,
Lujiazui Century Financial Plaza
comprises five office buildings and
one retail building with a total GFA of
approximately 300,000 sgm above
ground. In the fourth quarter,
Shanghai Grade-A office supply is
expected to surge and new office
buildings, including Shanghai Arch
and CFC Tower, are scheduled for
completion, adding approximately
346,000 sqm of Grade-A office space
to the market.

By the third quarter of 2013,
Shanghai’s Grade-A office stock
reached 6.17 million sgm, of which
50.9% was located in core CBD areas,
including Little Lujiazui, Nanjing West
Road and Huaihai Middle Road.
However, Grade-A office supply in
secondary and emerging business
districts will surge to account for 68%
of the total supply in Shanghai in the
coming three years.

M Grade-A office Net Absorption

2009 2010 2011 2012 2013

Grade-A office demand in Shanghai
was robust in the third quarter.
Professional services, financial and
investment firms preferred to renew
and expand office space in CBD
areas. In the quarter, IFC leased two
floors or 5,100 sqm in the middle
zone to a joint venture fund
company and Jing'an Kerry Centre
Tower 2 leased 1,325 sqm of space in
the high zone to a financial
company. In addition, secondary
business districts witnessed a huge
amount of new supply in the third
quarter, attracting those companies
with large office space requirement.
A foreign manufacturing company
rented two floors of 3,500 sqm in
Baoland Plaza in Hongkou District
and a foreign software company
rented two floors covering 3,400
sgm in Baohua Centre in Zhabei
District. The Grade-A office vacancy
rate dropped in most business
districts in the third quarter and the
average vacancy rate in Shanghai
decreased to 4.4%, 0.4 percentage
point lower than the previous
quarter.
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Grade-A office rents
picked up in the third
quarter after two quarters’
slowdown. Led by
secondary business
districts including
Hongkou, Putuo and
Zhabei, the average
Grade-A office rent in
Shanghai reached RMB9.1
per sqm per day, an
increase of 0.4%
compared with the
previous quarter.

RENT

Shanghai Grade-A office rent index (Q1 2003 - Q3 2013)
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Grade-A office rents picked up in the
third quarter after two quarters’
slowdown. Led by secondary business
districts including Hongkou, Putuo
and Zhabei, the average Grade-A
office rent in Shanghai reached
RMB9.1 per sqm per day, an increase
of 0.4% compared with the previous
quarter. Rents in the CBD areas were
almost 50% higher than those in
secondary business districts. Due to
the significant rental gap, Grade-A
office leasing market was active in
secondary business districts. In the
third quarter, Grade-A office rents in
Hongkou, Zhabei and Putuo
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increased over 3.0% quarter on
quarter, leading to the rental rebound
in the office market.

Rents in Pudong experienced a
quarter-on-quarter increase of 2.7%
to RMB9.3 per sqm per day,
representing a widened gap of
RMBO0.4 per sqm per day compared
with Puxi. Stable growth and positive
outlook for Shanghai's financial sector
promoted strong demand in Little
Lujiazui. In the third quarter, rents in
Little Lujiazui rose by 3.0% quarter on
quarter to RMB10.6 per sqm per day.

Prime office market indicators, Q3 2013

Rent Rent % change Vacancy Vacancy rate'

Submarket d Rate percentage point

(RMB/sq m/day) (QoQ) change (QoQ)
Huangpu 9.2 11.7% 4.3% 106
Jing’an 11.5 114% 3.8% Stable
Pudong 9.3 127% 3.0% 107
Xuhui 9.0 127% 3.9% 107
Changning 7.5 Stable 7.3% 110
Source: Knight Frank Research
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Shanghai’s investment
market remained active in
2013. In the first three
quarters, according to
Knight Frank, the value of
Shanghai'’s investment
property transactions
totaled over RMB34.0
billion, with office
transactions dominating
the market with a total
value of RMB26.0 billion.

SALES AND INVESTMENT

In the third quarter, a number of office
projects in Honggiao CBD started
pre-leasing or pre-sale. Honggiao
Green Valley launched several office
buildings for sale with an asking price
of RMB38,000 per sgm. Due to
increased supply, the total sales
volume in Shanghai’s urban areas
increased 49.3% quarter on quarter to
221,000 sgm with stable sales prices.
Notably, small-sized office units
designated for mixed-use were mostly
sought-after.

Shanghai’s investment market
remained active in 2013. In the first
three quarters, according to Knight
Frank, the value of Shanghai's
investment property transactions
totaled over RMB34.0 billion (based
on the announcement dates of the
deals), with office transactions
dominating the market with a total
value of RMB26.0 billion, amounting
to 76% of the total value. The CBD
areas remained the backbone in office
investment market. In the first three
quarters of 2013, the market
witnessed at least five en-bloc
transactions in Huangpu District with
a total value of nearly RMB9.0 billion.

In the third quarter, the market
recorded three en-bloc office
transactions with a total value of
RMB3.75 billion. In July, Gaw Capital
acquired Cross Tower from Ascendas
China Commercial Fund for RMB1.67
billion or an unit price of RMB40,000
per sq m. This 24-storey tower is
located at the intersection of Fuzhou
Road and Shandong East Road in the
People’s Square area, with a total
above-ground GFA of 41,731 sq m. In
the same month, APP-China acquired
a 30% stake of Shanghai Jin Hong
Qiao International Properties Limited
held by Chengtou for an aggregate
cash consideration of RMB1.08 billion,
thus holding 90% stake of the target
project. Shanghai Jin Hong Qiao
International Properties Limited
owned Shanghai Arch, a mixed-use
development to complete by the end
of 2013. Shanghai Arch is located in
Honggiao Development Zone and
comprises two Grade-A office
buildings with a total above-ground
GFA of 145,000 sq m. In addition,
Lippo Plaza in Huaihai Middle Road
and Oriental Financial Center in Little
Lujiazui also changed hands.
Shanghai’s office investment market is
expected to remain active on the back
of economic growth and continual
economic transition.
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Selected office leasing transactions, Q3 2013

Rent
District Building Floor Area (sq m)
(RMB/sq m/day)

Pudong IFC Mid zone 5,100 11.7
jingan Garden square Mid zone 4,200 8.2
Jing'an Park Place Mid zone 1,950 12.0
Jing'an SOHO The Exchange High zone 1,500 7.0
Jingan Jingan Kerry Center 2 Mid zone 1,325 124

Hong Kong New .
Huangpu High zone 1,000 8.5

World Plaza
Source: Knight Frank Research

Selected office sales transactions, Q3 2013

District Building Floor Area (sq m) (RMP;;:: m)
Pudong Zhong Rong Jasper Tower 6/F 976 70,000
Jing‘'an Honi International Building 26/F 886 63,665
Pudong Oriental Financial Plaza 5/F 2,411 54,364
Xuhui Magnolia Plaza 11/F 238 53,799
Xuhui Greenland Centre 15/F 276 52,115
Source: Knight Frank Research / Shanghai Real Estate Trading Centre
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