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HIGHLIGHTS

Shanghai’s GDP growth slowed in
2012, with an increase of 7.5% year
on year, 0.7 percentage point lower
than that in 2011. The uncertainty of
the global and local economy added
downward pressure to Shanghai’s
office space demand.

In the fourth quarter, only one
Grade-A office building, Verdant
Place, came onto the market. This
renovated building added 25,350 sq
m of Grade-A office space to
Huangpu District. However, demand
for Grade-A office space dropped due
to the waning desire to expand,
relocate, and limited budget growth
for many enterprises. In the fourth
quarter, the average Grade-A office
rental dropped by 1.5% quarter on
quarter to RMB9.1 per sq m per day,
decreasing for the first time since the
third quarter of 2009.

The investment market remained
active with strong performance in the
land, primary sales and en-bloc
transaction markets in quarter four.
The total value of Shanghai’s
commercial land transactions
reached RMB26.9 billion, a
significant increase of 165% quarter
on quarter. The year’s most
expensive land transactions, in terms
of accommodation value and total
value, occurred in the fourth quarter.
One of them involved Shanghai
International Port Group and Wei
Wang Property Development, an
affiliated company of Franshion
Properties, which jointly acquired
Haimen Road No 55 Plot in Hongkou
District. The sale of the plot,
designated for both office and retail
uses, came in at RMB5.7 billion,
making it the most expensive
purchase of commercial land in China
in 2012.

There was a trend in commercial
investment that small to
medium-sized investors were looking

at small office units in non-CBD areas
such as Yangpu Wujiaochang, Putuo
Changfeng and Xuhui South
Riverfront areas. Large-scale
investors preferred projects in CBD
areas for investment, such as Huamin
Imperial Tower, Pudong Financial
Plaza and Oriental Financial Plaza.

Outlook

China’s economy remains relatively
strong compared with Western
countries. China, in particular
Shanghai, is still a focus for
multinational companies considering
expansion and new business
opportunities and therefore demand
for Grade-A offices will remain stable.
According to the development
schedule of office buildings currently
under construction in the city, new
Grade-A office supply in the coming
three years will reach over 2.5 million
sq m, equivalent to 40% of the
existing Grade-A office stock in
Shanghai. With such significant
future supply, we foresee that
tenants will gain a stronger position
in office leasing negotiations.

With non-CBD areas maturing in
terms of infrastructure and amenities,
tenants have more choices when
selecting office space across
Shanghai. This is putting pressure on
Shanghai’s Grade-A office rents and
occupancy rates. The average rent for
Grade-A office in Shanghai is
expected to decrease slightly in 2013,
by 3.0% year on year. However, in
core CBD areas, namely Nanjing West
Road, Huaihai Middle Road and Little
Lujiazui Area, rents are likely to
remain stable due to anticipated low
vacancy and limited supply.

With significant future
supply, we foresee that
tenants will gain a stronger
position in office leasing
negotiations.
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Due to weak global
demand, Shanghai’s export
and import trade volume
decreased 0.2% year on
year to USD436.8 billion in
2012. Breaking it down,
trade by foreign firms
declined, while trade by
private firms continued to
increase.

MACROECONOMIC

INDICATORS

Shanghai’s economic growth slowed
in 2012. Shanghai GDP reached
RMB2,010.1 billion, an increase of

7.5% compared with the previous year.

In 2012, Shanghai’s fixed asset
investment reached RMB525.4 billion,
an increase of 3.7% year on year. In
the fourth quarter, fixed asset
investment increased 42.6% quarter
on quarter to RMB187.4 billion. Real
estate investment increased 9.7%, a
similar growth rate compared to that
in 2011, to RMB238.1 billion.

Due to weak global demand,
Shanghai’s export and import trade
volume decreased 0.2% year on year
to USD436.8 billion in 2012. Breaking
it down, trade by foreign firms
declined, while trade by domestic
private-owned firms continued to
increase.

In 2012, contracted Foreign Direct
Investment (FDI) reached USD22.3
billion and utilised FDI reached
USD15.2 billion, increases of 11.1% and
20.5% year on year respectively. Most
notably, the modern service industry
grew at a particularly fast pace,
reaching a total utilised FDI of USD12.7
billion with an increase of 21.6% year
on year. Within this sector, the
financial services sector and business
services sector increased significantly,
by 70% and 30% year on year
respectively.

The number of new foreign enterprises
set up in Shanghaiin 2012 remained
similar to that in 2011. In 2012,
Shanghai saw the set-up of 25
foreign-invested enterprises, 50
MNC’s regional headquarters and 17
foreign R&D centres. Currently,
Shanghai has a total of 265
foreign-invested enterprises, 403
regional headquarters and 351 foreign
R&D centres.

Economic indicators, 2012

Economic indicator Figure YoY change (%)
Shanghai Gross Domestic Product (GDP) RMB2,010.1 billion 7.5%
Fixed asset investment RMB525.4 billion 3.7%

Real estate investment RMB238.1 billion 9.7%
Export and import US$436.8 billion 0.2%
Utilised Foreign Direct Investment (FDI) US$15.2 billion 20.5%
Consumer Price Index (CPI) 102.8 (same period of previous year=100)
Source: Knight Frank Research / Shanghai Statistics Bureau




Q4 2012
SHANGHAI OFFICES

Quarterly

Throughout 2012, though
the total commercial land
transacted volumes
decreased 30.9% year on
year, the Shanghai
commercial land market
recovered significantly in
the second half of the year.

LAND MARKET

Shanghai commercial land transaction volume and value (2010 Q1-2012 Q4)
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During the fourth quarter, the
Shanghai commercial land market
became more active, with a total of 1.0
million sq m of commercial land
transacted. A number of commercial
lands within the inner-ring road area
of Huangpu, Xuhui, Hongkou and
Pudong districts were launched for
sale and the total transacted value
reached RMB26.9 billion, an increase
of 165% quarter on quarter.

The year's most expensive land
transactions, in terms of
accommodation value and total value,
occurred in the fourth quarter. In
November, Shanghai Bund Riverfront
Development and CPIP jointly acquired
Huangpu 594 (north plot) and 596
Block for a total consideration of
RMB2.8 billion, or an accommodation
value of RMB34,450 per sq m, the
highest accommodation value in
Shanghai in 2012. Near the Bund of
Huangpu District, the plot covers a
land area of 18,675 sq m with a plot
ratio of 4.3, designated for commercial
use.

In December, Shanghai International
Port Group and Wei Wang Property
Development, an affiliated company of
Franshion Properties, jointly acquired
Haimen Road No 55 plot in Hongkou
District for a total value of RMB5.68
billion, making it the most expensive
transacted land in Shanghai in 2012 in
terms of total value. Located in
Hongkou North Bund Area and
adjacent to Shanghai Port
International Passenger Centre, the
plot covers a land area of 40,577 sqm
with a plot ratio of 6.0.

In 2012, the total commercial land
transacted volume decreased 30.9%
compared to the previous year, but the
commercial land market picked up
rapidly in the second half of 2012. The
total transacted value of Shanghai’s
commercial land reached RMB46.1
billion in 2012, of which RMB37.9
billion was achieved in the second
half of 2012. The market witnessed
four transactions with land values of
over RMB2.0 billion each, with all land
situated along the Huangpu River.
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Due to slower economic
growth, MNC’s were
cautious towards

expansion and relocation.
As a result, Grade-A office
demand softened in quarter
four.

SUPPLY AND DEMAND

Shanghai Grade-A office supply, absorption and vacancy rates (2001-2015)

mmmmm Grade-A office supply(LHS)

1,800  '000 sgm
1,600 |
1,400 |
1,200
1,000
800 |
600 |
400 |

200 |

0

Grade-A office net absorption(LHS)

Vacancy Rate (RHS)

O/Q A 250/0

4 20%

{1 15%

41 10%

{1 5%

0%

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013E2014E 2015E

Source: Knight Frank Research

In the fourth quarter, only one Grade-A
office building, namely Verdant Place,
was completed, adding 25,350 sq m of
office space to the market. This
building started renovation in 2011
and re-opened at the end of 2012.
Located in People’s square, Verdant
Place has an average floor area of
1,046 sq m. In 2012, the total supply of
new Grade-A offices in Shanghai
reached 550,000 sq m and Grade-A
office stock totaled 5.46 million sq m.

Due to slower economic growth in
overseas markets, MNC’s became
cautious towards expansion and
relocation. As a result, Grade-A office
demand softened in quarter four.

However, firms from the financial,
trading, insurance and
pharmaceuticals sectors remained
relatively active, signing a number of
leasing deals in quarter four
involving spaces of 1,000 sq m or
more. Beverage group AB Inbev
moved from Shanghai Central Plaza
to Raffles City, leasing more than one
floor covering 3,000 sq m of office
space. Uniglo leased two floors in
One Grand Gateway, totaling 3,000
sg m. Australia's Westpac Bank
leased 1,200 sg m in Two IFC. Due to
limited new supply, the average
vacancy rate of Shanghai’s Grade-A
offices remained at 5.1%.
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In the fourth quarter,
Shanghai’s Grade-A office
rents decreased 1.5% to
RMB9.1 per sq m per day.
The market started to shift
to a tenants’ market from a
landlords’ market.

RENT

Shanghai Grade-A office rent index (2003 Q1 - 2012 Q4)
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In the fourth quarter, Shanghai’s
Grade-A office rents decreased 1.5%
quarter on quarter to RMB9.1 persq m
per day. The market started to shift to
a tenants’ market, no longer favouring
landlords. Most CBD areas witnessed
Grade-A office rental decreases except
for the Little Lujiazui area. Due to solid
demand in Lujiazui, the average rental
rate increased 0.1% to RMB10.4 per sq
m per day, while the vacancy rate
decreased 0.2 percentage point to
4.1% in the fourth quarter.
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Nanjing West Road continued to have
the highest rents and the lowest
vacancy rate in Shanghai, reaching
RMB11.9 per sq m per day and 3.2% in
quarter four. Non-CBD areas
experienced faster growth in 2012,
with Zhabei and Putuo districts being
the top performers in the fourth
quarter. Grade-A rents in the districts
reached RMB6.3 per sq m per day and
RMB5.5 per sq m per day respectively.

Prime office market indicators, Q4 2012

Submarket Rent Rent % change Vacancy pe\::::::ger::)eint
(RMB/sq m/day) (QoQ) Rate change (QoQ)

Huangpu 9.2 10.6% 5.6% 103
Jing’an 11.9 13.8% 3.2% 10.3
Pudong 9.2 10.6% 4.0% 10.4
Xuhui 9.2 13.2% 4.7% 121
Changning 7.1 11.1% 6.5% 10.8
Source: Knight Frank Research
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The investment market saw
a number of en-bloc and
whole-floor transactions in
the fourth quarter of 2012.

SALES AND INVESTMENT

In the fourth quarter, small to
medium-sized investors remained
active in the office market. New office
sales volume in urban districts
increased for the third consecutive
quarter to 264,000 sq m in the fourth
quarter, an increase of 51.9% quarter
on quarter. Most sales transactions
concentrated in non-CBD areas, such
as Putuo and Yangpu districts, while
core CBD areas still saw a lack of
saleable offices. Adjacent to Putuo
Changfeng Ecology Commercial Area,
Oasis Middle Ring Business Harbour
sold 198 units with sizes ranging from
70 sqgm to 90 sq m in the fourth
quarter, for an average transacted
price of RMB23,400 per sq m.

Last year saw more small to
medium-sized investors and capital
flow into the commercial property
sectorin 2012 as residential purchase
restrictions took effect in 2011. New
office sales in urban districts reached
695,000 sq m, approximately 20.0%
lower than 2011 peak but 30.0%
higher than that in 2009 and 2010.
The new office sales price rose slightly
to RMB 49,506 per sqm compared
with the previous year.

The investment market saw a number
of en-bloc and whole-floor
transactions in the fourth quarter of
2012, with several deals under
negotiation. In the fourth quarter,
Gohigh Fund acquired China
Enterprise Plaza in the Jing’an Temple
area from China Enterprise for a total
value of RMB790 million. The unit
price reached RMB32,000 persqm
based on gross floor area above
ground. Greentown Group sold Alison
International Tower in the fourth
guarter, after acquiring it in 2009, for
a total consideration of RMB1.18
billion, or a unit price of RMB75,060
per sq m considering the gross floor
area of 15,760 sq m.
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Selected office leasing transactions, Q4 2012

District Building Floor Area (sq m) (RMB /Z:nr:l /day)
Pudong IFC Two Mid zone 1,200 12.0
Pudong IFC One Low zone 1,000 10.1
Xuhui One Grand Gateway Mid zone 3,000 8.0
Changning Metro Plaza High zone 720 7.8
Huangpu Raffles City High zone 3,000 8.7

Source: Knight Frank Research

Selected office sales transactions, Q4 2012

District Building Floor Area (sq m) (RMP;}Z: m)
Hongkou CITIC Plaza 13/F 1,217.5 53,277
Xuhui Greenland Centre 16/F 882 53,034
Xuhui Magnolia PLaza 23-24/F 3,001 66,778
Jingan Silver Ocean International 6/F 353.4 58,083
Plaza

Huangpu Alison International Plaza En bloc 15,760 75,060
Source:  Knight Frank Research / Shanghai Real Estate Trading Centre
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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.

Our worldwide research reports are also
available at KnightFrank.com.
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