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P2P COMPANY CLOSURE
_EADS TO GRADE-A
RENTAL DECREASE IN Q3

In the third quarter (Q3) of 2016, nearly 248,540 sgm of
new Grade-A offices were launched in Shanghai (See
Table 1)

In Q8, the average Grade-A office rent further. However, considering vigorous
edged down by 2.0% quarter on quarter demand in Core CBDs and CBDs, rents will
(Q-0-Q) to RMB9.8 per sgm per day, the remain stable in Q4. In the next 12 months,
first decline in the past 12 months (See we believe the negative impact of P2P
Table 1). company closure will gradually fade. Office

rents are expected to rebound with an

Financial institutions and technology annual growth rate of approximately 3%

companies were active in the leasing
market in Q3.

Co-working operations continued to flourish
in Shanghai.

In Q4 20186, the closure of P2P companies
is expected to continue reducing demand
in the office leasing market. Another
400,000 sgm of new supply is anticipated
to complete.

Century Grand Metropolis is scheduled for
completion in Q4, adding approximately
120,000 sgm of new space to the market.

We expect the vacancy rate to go up

TABLE 1
Shanghai Grade-A office market indicators

Indicator Q3 2016 figure Q-0-Q change (8223‘1)2)
New supply 248,540 sqgm 1 47% A
Rental RMB9.8 / sgm / day 12.0% &
Vacancy rate 3.7% 1 0.4 percentage point A
Price RMB63,875 / sgm 1 0.7% A

Source: Knight Frank Research
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RENTS AND
PRICES

Due to economic uncertainties, many
companies remained cost-conscious.
Multinational companies with expiring
office leases started to search for
cheaper office space. Cost-cautious
Japanese companies, in particular, were
recently active. For example, a Japanese
company moved from K11 to Gopher
Centre, leasing 1,200 sgm of office
space.

The successive closure of P2P
companies raised the vacant level in the
office market and made it more difficult
for landlords to find new tenants. This
resulted in more room for negotiation
between landlords and tenants.

The above mentioned factors, combined
with a significant amount of new supply,
dragged down Grade-A office rentals

in Q3. The average rent of premium
Grade-A market decreased to RMB13
per sgm per day with a notable Q-0-Q
decrease of 3.7%.
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Grade-A office market indicators, Q3 2016

Vacancy rate

Rent Rent % change Vacancy f
Submarket o percentage point
(RMB / sqm / day) (Q-0-Q) rate change (Q-0-Q)
Huangpu 9.8 11.0% 4.6% l0.2
Jing’an 10.7 1 4.5% 1.9% 10.4
Pudong 11.1 1 0.9% 1.6% 10.1
Xuhui 9.0 11.1% 4.7% 11.4
Changning 7.7 11.3% 71% 128
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q3 2016
District Building Zone Area (sqm) Rent
(RMB / sgqm / day)
Pudong BEA Financial Tower Middle 750 104
Jing’an Crystal Galleria Middle 950 10.5
Minhang The Hub Low 2,300 5.8
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q3 2016
L - . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Hongkou  orthBund Business 7th floor unit 186 55,945
Centre
Minhang U Centre 12th floor unit 132 47,980
Minhang Honggiao Zhenro Centre 2nd floor unit 120 37,427

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



SUPPLY, TAKE-UP AND VACANCY

Several office buildings were completed
in Q3, adding approximately 250,000
sgm of new Grade-A office space to
the market. New supply in Core CBD
and CBDs accounted for 60% of the
total new supply in Q3. HKRI Taikoo

Hui Phase One in Nanjing West Road
and United 88 in Changning District
were handed over in Q3, providing
96,500 sgm and 46,000 sgm of office
space respectively. Honggiao CBD also
witnessed some office completions in
Q83, including Honggiao Vanke Centre
Phase Two and Honggiao Vantone
Centre, which provided 44,154 sgm and
31,886 sgm of office space respectively
to the market.

The overall Grade-A office vacancy

rate increased only 0.4 percentage
points Q-0-Q to 3.7% in Q3. Despite
increased supply and the closure of
P2P companies, the overall vacancy
rate did not see a surge in Q3. The
reasons were as follows. First, leasing
demand from law firms and consultancy
companies in Core CBDs remained
strong. In order to unload increased
vacant space, landlords were willing to
compromise on rents. As a result, the
vacancy rate in Core CBDs stayed at
3% in Q3. Second, emerging areas were
attractive to cost-cautious companies.
In Q8, the occupancy rate of emerging
areas reached as high as 95.7%. The
relocation of manufacturing companies
to emerging areas contributed most to
the high occupancy rate. For example,
ThyssenKrupp rented 2,300 sgm of
office spaces in Honggiao Vanke Centre,
Honggiao CBD.

Though the closure of P2P companies
caused some turbulence in the office
market, some large financial institutions
were active in securing Grade-A office
space in Core CBDs. For example,

local securities company Guotai Jun’an
leased 440 sgm in Plaza 66 Phase Two.
China Property & Casualty Reinsurance
leased 750 sgm in BEA Finance Tower
in Little Lujiazui. Technology companies
were also active in the leasing market

in Q3. Increasing brand consciousness
encouraged them to lease Grade-A
office space in Core CBDs or CBDs.
Online platform providers iservice and

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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Yixin each leased approximately 1,000
sgm of office space in Crystal Galleria in
the Nanjing West Road area.

Shanghai’s ambition to become a global
science and innovation centre bolsters
the development of the co-working
business model with a supportive policy
environment. As a result, the co-working
business is growing at a fast pace in
Shanghai. Naked Hub started operation
in Shanghai with four premises opened
in the wake of US-based WeWork and
local SOHO 3Q’s debut. Naked Hub’s
largest flagship store in South Lane of
Xintiandi will open in October, spanning
over four storeys covering 4,500 sqm

of office space and providing 673
workstations. Co-working space differs
from traditional offices in terms of tenant
types and operational model, but the
two are not mutually exclusive. Start-
ups will require larger office space after
they have grown up, being nurtured by
the co-working model. The traditional
office market will then meet the
expansion demand from these original
start-ups. This is a win-win situation for
both co-working and traditional space
operators. With an ambition to become
a global science and innovation centre,
Shanghai’s future financial and tax
policies will largely benefit start-ups,
creating bright prospects for not only
the co-working business but also the
traditional office market.
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INVESTMENT
MARKE

Two en-bloc office transactions were
recorded in Q3 with a total consideration
of RMB5.67 billion, a Q-0-Q increase

of 6.6%. Both two buyers were local
investors. Investors preferred mature
properties under the pressure of high
land premium rates and squeezed profit
margins. Insurers and developers were
active, playing an important role in the
investment market. In Q3, Guohua Life
Insurance purchased SOHO Century Plaza
in Pudong Century Avenue from SOHO
China for RMB3.22 billion. China Vanke
purchased Central Plaza in People’s
Square for RMB2.44 billion from Carlyle
Group.
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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.
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