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During the first quarter (Q1) of 2015, 303,000 sgm

of new Grade-A offices were added to the Shanghai
market, a 20.9% increase quarter on quarter. Of this
new supply, approximately 60,000 sgm came from the
recently completed Two ICC on Huaihai Middle Road.

The office leasing market was subdued
during the Chinese New Year holiday with
reduced absorption levels recorded.

Core business districts were almost

fully leased with the occupancy rate in
Pudong reaching 99.6%. The most active
tenants in core business districts were
from the financial and TMT (Technology,
Media, Telecom) sectors.

A growing number of office tenants were
choosing to move to emerging districts
due to their abundant supply, improved
working environment and accessibility as

well cost advantages.

The rents of Grade-A offices in emerging
districts are expected to be generally low
due to the competitive supply.

Looking ahead, the overall rents of
Grade-A offices in Shanghai are expected
to continuously edge down over the
coming year. However, rents will remain
stable in core business districts such as
Little Lujiazui and Nanjing West Road
where new supply will be limited.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q1 2015 figure
New supply 303,000 sgm
Rental RMB 8.9 / sgm / day
Vacancy rate 4.6%
Capital value RMB 52,066 / sgqm
Yield 6.3%

Source: Knight Frank Research
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RENTS AND PRICES

A considerable amount of new supply
was added to emerging business districts
over the past two quarters. As a result,
the average rent of Grade-A offices
slightly fell 0.5% in the first quarter of
2015 to RMB8.9 per sgm per day.

The average rent of Pudong Grade-A
offices continued to increase. After
rising continuously during the past year,
the average rent of Grade-A offices in
Pudong grew further to reach RMB9.9
per sgm per day during Q1 2015, up
1.7% quarter on quarter and 7.9% year
on year. While the supply shortage in
Little Lujiazui is expected to ease after
the completion of Shanghai Tower with
office gross floor area (GFA) of 220,000
sgm in Q2, the launch of this building
may further push up rents in the area.

Business parks, such as Linkong and
Caohejing, became more popular during
Q1 due to their competitive rents luring
tenants seeking cost savings. Rising
demand was increasingly driven by
tenants from the services industries.
However, the average rent for business
parks is expected to stay low at RMB3.6
per sgm per day because of the large
amount of stock currently available as
well as abundant new supply in the
pipeline.

In the strata-title sales market, the
average price of office buildings
decreased 1.1% quarter to quarter to
RMB52,066 per sgm in Q1 2015.
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Grade-A office market indicators, Q1 2015
Vacancy rate
()
Submarket (RMB?sennt'i/ day) Rent(c/;ocz?)ange Va;:; oy percentage point
a V. change (QoQ)
Huangpu 9.0 & 3.7% 10.5
Jing’an 10.5 v1.2% 5.2% &
Pudong 9.9 ™M1.7% 0.5% &
Xuhui 8.9 R4 1.8% &
Changning 7.7 N0.7% 7.5% J 2.0
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q1 2015
District Building Zone Area (sqm) Rent
(RMB/sgm/day)
Changning The Place Middle 5,000 7.5
Huangpu Hong Yi Plaza High 1,000 8.8
Jing’an Kerry Centre Tower 1 High 1,300 9.8

Source: Knight Frank Research
Note: all transactions are subject to confirmation

Price (RMB/sqm)
56,218
55,894

ﬁgf): Grade-A office strata-title sales transactions, Q1 2015
District Building Floor Area (sqm)
Xuhui Magnolia Plaza 10th floor unit 238
Hongkou Beyond the Bund 15th floor unit 207

Zhabei Suhe Creek 9th floor unit 159

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

55,149



SUPPLY, TAKE-UP AND VACANCY

In the past six months, more than
500,000 sgm of Grade-A offices were
added to emerging business districts.

During Q1 2015, Shanghai International
Trade Centre in Jingiao, Pudong
provided 180,000 sgm of space, while
three office buildings in KIC Phase 4
provided a total of 53,000 sgm.

More tenants are expected to be
attracted to emerging areas due to the
widening rental gap from core locations,
the steady supply of large projects and
the clustering effect of similar industries.

The new supply pushed up the overall
Grade-A office vacancy rate to 4.6% in
Q1, 1.6 percentage points higher than
the previous quarter.

During Q1, a foreign construction design
and consultancy firm leased three whole
floors covering 5,000 sgm in The Place
in Changning District.

INVESTMENT

In Q1, the unit price of en-bloc office
transactions in Shanghai reached as high
as RMB95,000 per sgm.

On 6 January, AVIC Joy Holdings Limited
acquired an office building, located at
International Shipping Service Centre,
No.18 Gong Ping Road, from Shanghai
Yin Hui Real Estate Development Co.,
Ltd, for RMB1.57 billion or a floor value of
RMB95,800 per sgm.

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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MARKET

On 12 February, Ascendas acquired

a business park project in Shanghai
through its private real estate fund.
Located in Pudong’s Zhangjiang High-
Tech Park, the development, renamed
Ascendas Lotus Business Park, covered
a gross floor area of more than 700,000
sgm.

Meanwhile, Shui On Land was planning
to dispose Phase One of its Corporate
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Avenue development for US$1.2 billion,
or a floor value of about RMB90,000 per
sgm. The deal, if concluded, will become
the largest ever en-bloc office transaction
in Shanghai.
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GLOBAL BRIEFING

For the latest news, views and analysis
on the world of prime property, visit
KnightFrankblog.com/global-briefing

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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Scan the QR code and tune in to the latest property insights and research from Knight Frank.
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