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Shanghai’s GDP for 2011 was RMB1,919.569 billion, up 8.2% from 2010, 1.7 percentage
points lower than that in 2010.

The commercial land market witnessed 20 transactions in the fourth quarter of 2011, with
site areas totaling 390,000 sq m. This indicates a 68% drop quarter on quarter, but the
total transaction value rose significantly by 32.7% to RMB16.48 billion over the previous
quarter.

Only one Grade-A office building was completed in the fourth quarter, adding 31,000 sq
m of office space to the stock, whilst total new supply reached 743,000 sq m in 2011.

Strong demand pushed up Grade-A office rents to RMB9.23 per sq m per day, increases of
1.8% quarter on quarter and 12% year on year. The average vacancy rate decreased by 1.2
percentage points quarter on quarter to 3.5%.
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. We expect Shanghai’s office rents to continue to grow, but at a decreased pace in 2012.
The average rent will rise between 6% and 10% and the average vacancy rate will
increase slightly to approximately 7.0%.
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Foreign direct investment
(FDI) in Shanghai reached
a historic high in the fourth
quarter of 2011, with
realised FDI hitting
US$2.549 billion.

WEIShEBEREHS, B
MEFEMEEERAELIE
i RE®25. 42T

Macroeconomic Indicators

Shanghai’s economy proved its resilience as GDP
reached RMB547.0 billion in the fourth quarter of 2011.
Total GDP over 2011 was RMB1,919.569 billion for the
city, up 8.2% from 2010, with the annual growth rate 1.7
percentage points lower than that in 2010. In 2011, the
added value of the tertiary industry increased 9.5% year
on year, accounting for 57.9% of the total GDP, up 0.6
percentage points compared with the previous year.
Fixed asset investment increased slightly by 0.3% to
RMB506.709 billion, whilst real estate investment rose
by 9.6% year on year to RMB217.031 billion.

Foreign direct investment (FDI) in Shanghai reached a
historic high in the fourth quarter, with realised FDI
hitting US$2.549 billion. In 2011, the total realised FDI
reached US$12.601 billion, an increase of 13.3%
compared with 2010. Shanghai’s headquarters economy
continued to expand rapidly. In the fourth quarter, the
number of newly approved regional headquarters of
multinational corporations (MNCs), foreign investment
enterprises and foreign research and development
(R&D) centres reached 19 in Shanghai, with the total
accumulated number reaching 927 by the end of 2011.

Shanghai economic indicators, 2011
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Economic indicator Figure YoY Change (%)
L=t o HE [FIEL 34K (%)
GDP RMB1,919.569 billion

o — 18.2%
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Fixed asset investment RMB506.709 billion + 0.3%
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The weak residential
market dragged down the
level of competition in the
commercial land market.
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Land Market

The commercial land market witnessed 20 transactions
in the fourth quarter, covering a total land area of
390,000 sq m, which indicates a 68% drop quarter on
quarter. However, the transaction value rose
significantly by 32.7% to RMB16.48 billion in total over
the previous quarter. Despite the large number of land
transactions, only two land plots were sold at prices
higher than their respective reserve prices. This can be
attributed to a weak residential market which dragged
down the level of competition in the commercial land
market.

In the fourth quarter, 12 commercial land plots were sold
for over RMB10,000 per sq m in terms of
accommodation value, which pushed up the average
commercial land price in quarter four. Fourteen central
government-owned enterprises, including China Reform
Holdings Corporation, CITIC Construction and Sinochem
Group, spent RMB7.82 billion to acquire ten office sites
in Expo Area Zone B at their reserve prices. The sites
cover a total land area of 87,000 sq m with a total gross
floor area (GFA) of 422,000 sqm, representing
accommodation values of RMB17,200-19,600 per sq m.
According to the urban planning, Expo Area Zone B is
positioned as a “Famous Enterprises Headquarters Area
and International Business Streets”. The 14 enterprises
will follow this plan and build their headquarters
buildings in Zone B.
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Due to limited supply and
high rents in core CBD,
office buildings in
decentralised areas
became increasingly
attractive.
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Supply and Demand

There was only one Grade-A office building, Urban City
Centre (UCC) in Huangpu District, completed in the
fourth quarter, which added 31,000 sq m of Grade-A
office space to the stock. Located on Nanchang Road
and close to Yandang Road, UCC is a 22-storey office
building adjacent to the North-South Elevated Road.

New Grade-A office supply in 2011 reached only 743,000
sg m, less than the one million sq m estimated in early
2011. The major reasons for this are that some
buildings, such as Huamin Imperial, have delayed their
completions to Q3 2012 and a few buildings, including
Pujiang Shuanghui Tower and Ping’an Finance Building
which totalled about 375,000 sq m, were held for self-
use by their owners. L'Avenue Shanghai, Golden
Honggiao International Plaza and Jing’an Kerry Centre
Phase Il, currently under construction, have started pre-
leasing and are scheduled for completion in 2012-2013.
The three buildings will add 45,800 sq m, 110,000 sq m
and 113,000 sqg m of office space, respectively, to the
market.

Demand for Grade-A office space remained strong in the
fourth quarter, with robust expansion and relocation
activity from multinational companies. Baidu took up
1,400 sq m of office space in Taiping Finance Centre,
while Scandinavia Bank and Tod’s rented 1,000 sq m
and 1,490 sq m respectively in Wheelock Square.
Benefiting from strong demand and limited supply, the
average vacancy rate dropped by 1.2 percentage points
to 3.5% compared with the previous quarter. Most
premium Grade-A office buildings were 100% occupied
or almost fully leased. For instance, SWFC has rented
out 90% of its office space, whilst Corporate Avenue,
Platinum Plaza and Plaza 66 were already fully
occupied. Even new buildings completed in 2011,
including Pudong Kerry Parkside and One ICC, achieved
100% occupancy in quarter four.
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As many multinationals
expanded theirinvestment
in China, the rents of
premium Grade-A office
buildings rapidly
rebounded. Some
buildings saw rents
approaching their peak
levels of 2008 before the
financial crisis.
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Rents and Prices

In the fourth quarter, the average rent of Grade-A offices
in Shanghai reached RMB9.23 per sq m per day, a slight
increase of 1.8% over the previous quarter, or a growth
of 12% year on year. In Puxi, the average Grade-A office
rent rose by 2.2% quarter on quarter to RMB9.55 per

sg m per day. Nanjing West Road area led the rental
growth in Puxi, increasing 4.2% quarter on quarter to
RMB11.26 per sq m per day. As many multinationals
expanded their investment in China, the rents of
premium Grade-A office buildings rapidly rebounded.
Some buildings saw rents approaching their peak levels
of 2008 before the financial crisis. Benefiting from this,
the average rent in Jing’an District reached RMB11.2 per
sq m per day, the highest rent among all Shanghai
districts. This was an increase of 2.9% quarter on
quarter.

Due to a decline in large-scale transactions in the fourth
quarter, the new office sales transaction volume
dropped significantly by 42% to 149,800 sq m whilst the
average sales price increased by only 0.9% to
RMB47,890 per sqg m. In December, Povos Group
acquired the 3,611 sq-m 31st floor in SWFC at
RMB82,500 per sq m.
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Shanghai Grade-A Office Rental Index, Q1/2003 to Q4/201
LEREEFHEBATER. 003FE—FEE2011FENERE

12003=100
250 a

PES—a

150 /

100

50

Haldls

2008

meqraﬂqﬂﬂﬂq
AJJGJ cl&olololS
2003 | 2004 | 2005

deldaasaaald

2007

dﬁﬁ#éﬁﬁ#

2010 2011

2008 2009

Source:Knight Frank Research
HIEFE: R AT



KnightFrank.com.cn

By the end of 2011, the
total number of whole-floor
and en-bloc office sales
transactions reached 22,
with a total value of
RMB25.86 billion, an
increase of 36.8% year on
year.
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Prime office market indicators, Q4 2011
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Rent
0 Percentage
District (RMB/sq m/day) % Change Vacancy point change
(QoQ) Rate
o A TR 25 sEE (900)
(ARTEBHKIR) - 237803

Huangpu %3 8.9 1 2.2% 2.2% 104
Jing'an % 11.2 12.9% 4.3% 10.6
Luwan fS3% 10.1 11.2% 1.0% 107
Pudong i#% 8.8 11.3% 4.2% 113
Xuhui #3C 9.5 12.3% 3.3% 114
Changning T 7.1 10.9% 3.2% 128

Source: Knight Frank Research
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Investment Market

In the fourth quarter, the investment market witnessed
a number of en-bloc sales transactions again. Carlyle
and CLSA acquired Hongjia Plaza from SML Group at a
total value of RMB1.8 billion, or a unit price of
RMB39,100 per sq m, in November. Located at the
intersection of Fushan Road and Weifang Road in
Zhuayuan Commercial & Trade Area, Hongjia Plaza has
a total GFA of 46,025 sq m. In the same month, Shui On
Land sold part of the Yangpu Knowledge and Innovation
Community Project to ICBC Shanghai Yangpu Branch for
RMB600 million, including 11,917 sq m of office area,
2,428 sq m of retail area and an underground car-park.
The unit price for the office space was RMB37,750 per
sg m and the retail part was RMB45,027 per sq m. By
the end of 2011, the total number of whole-floor and en-
bloc office sales transactions reached 22, with a total
value of RMB25.86 billion, an increase of 36.8% year on
year.

The second-hand commercial land market was also
active in the fourth quarter of 2011. SOHO China
acquired its tenth project in Shanghai. SOHO China has
signed agreements with Shanghai Zhengda Real Estate
and Greentown China to indirectly acquire a 50% stake
in Shanghai Haizhimen Real Estate, equivalent to
acquiring a 50% stake in the Bund 8-1land project in
Shanghai. Capitaland Limited announced the sale of a
project under construction at a total value of RMB852
million to a third-party company. Capitaland acquired
the land, Plot No. 313 in Guangzhong West Road,
Zhabei District in August 2007. Close to Daning Lingshi
Park, the project has a total GFA of 71,085 sq m.
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Selected office leasing transactions, Q4 2011
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District Building Floor Are%;;q m) Rent (RMB/sq m/day)
Xig e BE ¢ SF?‘:‘;K) BE (ARMAESHKRIK)
Pudong Mirae Asset Tower Mid Zone 6.000 11.0

R REF=KE X ’

Pudong Two IFC High Zone 1.000 12.0

MR E &5 & ’

Xuhui One ICC High Zone 2 500 11.0
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Jing’an Kerry Centre Il Low Zone 7000 105

B BREEROTH B’X ’

Jing'an Wheelock Square High Zone 2 000 115

B RfEFE &= ’

Source: Knight Frank Research
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Selected office sales transactions, Q4 2011
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District Building Floor Are%;;] m) Price (RMB/sq m)
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Pudong SWFC 31/F
N . P N 3,611 82,500
R Ligiekertil 31z
Pudong Jasper Tower 31/F 1979 66.138
R PRIEEEX 31 ’ ’
Pudong Oriental Financial Plaza 15/F - 56,462
BR KA SR 152 ’
Luwan SML Centre 25/F 160 60.300
b HAX 17 252 ’
. Chamtime Corporate
Zhabei
-~ Avenue 22;’/; 472 56,605
I KR AR5 =
Source: Shanghai Real Estate Trading Centre / Knight Frank Research
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We expect Shanghai’s
average Grade-A office rent
to retain its upward trend,
rising 6-10% in 2012, a
slower pace compared
with 2011.
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Outlook

We expect new Grade-A office supply in 2012 to reach
667,000 sq m, less than thatin 2011. New supply in core
CBD only includes Jing’an Kerry Centre Phase Il and
Huamin Imperial Tower in Jing’an District, accounting for
34% of the total new supply. Office supply in Shanghai’s
CBD areas will remain insufficient.

Despite uncertainties in the global economy in 2012,
Shanghai’s GDP is anticipated to grow 8.0% over the
year. Meanwhile, the National Development and Reform
Commission have released a plan to promote Shanghai
as a global centre for the innovation, transaction,
pricing and clearing of RMB-denominated financial
products by 2015. Steady economic growth and the
promotion of Shanghai’s international position will
support strong demand for Grade-A office space. We
expect the average Grade-A office rent to retain its
upward trend, rising 6-10% in 2012, a slower pace
compared with 2011. Meanwhile, the average vacancy
rate will slightly increase to approximately 7.0%.
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