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OFFICE MARKET IN Q4

In the fourth quarter (Q4) of 2016, nearly 654,000 sgm
of new Grade-A offices were completed in Shanghai

(See Table 1).

In Q4, the average Grade-A office rent
remained stable at RMB9.8 per sgqm per
day, unchanged from the previous quarter
(See Table 1).

Both global economic downturn and
China’s economic growth slowdown
restrained corporations’ business expansion
and office space demand.

The trend of manufacturing companies
moving out of CBD areas continued in Q4.

SOHO Tianshan Plaza in Tianshan,
Changning is scheduled for completion in
Q1 2017, providing 72,000 sgm of office
space to the market.

In 2017, Grade-A office rents are expected
to drop. Office rents are expected to
decrease by 1% in Q1 2017 and decrease
by 5% over 2017. The vacancy rate in 2017
is expected to reach 10%.

The trend of manufacturing companies
moving out of CBD areas continued in
Q4. China’s economic downturn forced
many manufactures companies to focus
on cost-saving, looking to relocate

to offices in decentralised areas.
Corning Shanghai rented approximately

1,600 sgm of space in A-REIT City@
Jingiao and Germany-based nickel
alloy producer VDM Metals rented 146
sgm of office in Central Park Pudong.
Technology companies were also active
in Q4. Voice recognition company
Naunce rented approximately 1,300
sgm in Century Link situated in Pudong
Century Avenue. The HKEX also rented
approximately 1,260 sgm in Century Link
in Q4.

Over two million sgm new office space
will be completed in 2017, with half of
the new supply located in emerging
business districts including Honggiao
CBD as well as the Pudong Post-Expo
and Pudong Qiantan areas. China’s real
economic growth has slowed down
and the leasing demand in Core CBDs
has softened, so more companies in
CBD areas will consider relocating

to emerging business districts with
attractive rental rates, or renew the
leases with landlords at existing rental
rates. We expect office rents to decline
in 2017 due to the dual pressure from
both economic downturn and huge new

supply.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q4 2016 figure
New supply 654,000 sgqm
Rental RMB9.8 / sgm / day
Vacancy rate 4.3%

Price RMB62,953 / sgm

Source: Knight Frank Research
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RENTS AND
PRICES

Most renewal and relocation were
completed in Q2 and Q3 of 2016,
resulting in a quiet office market in Q4
with less leasing activities.

The average Grade-A office rent
remained stable at RMB9.8 per sqm per
day in Q4, unchanged from the previous
quarter. This was mainly due to softened
leasing demand and landlords’ firm
stance on rents.

Rents in Core CBDs, such as Little
Lujiazui, remained at RMB13.1 per sqm
per day. In Q4, IT companies, logistics,
transportation and financial leasing
companies were increasingly active in
the market.
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FIGURE 1
Grade-A office rental and price indices

2003Q1=100
350

I Frice Index

Rental Index

300}
2501
200
1501
100+

50+

o

2007 2008 2009 2010 2011 2012 2013

Source: Knight Frank Research

o1l bd ’ml fod ’ml bl ’ml bl ’ml bd ’ml el ’ml bd ’ml d

2014

’ml el ’ml bd

2015 2016

TABLE 2
Grade-A office market indicators, Q4 2016

Vacancy rate

Rent Rent % change Vacancy f
Submarket o percentage point
(RMB / sqm / day) (Q-0-Q) rate change (Q-0-Q)
Huangpu 9.6 1 2.0% 4.9% 10.3
Jing’an 10.7 « 1.9% A
Pudong 1.1 > 2.2% 10.6
Xuhui 9.0 © 5.6% 10.9
Changning 7.6 11.3% 7.3% 10.2
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q4 2016
District Buildin Zone  Area(sqm) Rent
9 a (RMB / sqm / day)
Pudong Century Link Middle 1,265 N/A
Pudong Life Hub@Jingiao Low 1,669 N/A
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q4 2016
— - . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Minhang U Centre 25th floor unit 106 49,571
Putuo Changfeng Centre 14th floor unit 441 40,158
Minhang Hongqiao Zhenro Centre 2nd floor unit 465 35,712

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



SUPPLY, TAKE-UP AND VACANCY

A number of office buildings were
completed in Q4, adding 654,000

sgm of office space to the market, a
significant increase of 163% quarter

on quarter (Q-0-Q). Emerging business
districts such as Honggiao CBD, the
Post-Expo area and Xuhui Binjiang
witnessed new completions in the
quarter, adding 330,000 sgm of office
space to the market, equivalent to half
of the total new supply in Q4. Ucentre
near Brilliance South Shopping Mall in
Minhang was completed in Q4 with a
total office space of 180,000 sgm. Over
2016, the total new supply reached
1.47 million sgm, a year-on-year (Y-0-Y)
increase of 56%. It is anticipated that a
total of 400,000 sgm of new office space
will be launched in the first quarter (Q1)
of 2017. The vacancy rate in Q1 2017

is likely to be pushed up by the huge
amount of new supply and softening
leasing demand.

The overall Grade-A office vacancy

rate increased another 0.6 percentage
point Q-0-Q to 4.3% in Q4. In Q4, the
huge amount of new supply and lease
surrender by P2P companies in previous
quarters pushed up the overall vacancy
rate in Shanghai’s office market. The
average vacancy rates of secondary and
emerging business districts reached
3.2% and 5.2% respectively. Increased
demand from the technology, logistics
and manufacturing sectors avoided
vacant space from surge. Although the
overall net absorption reached 537,000
sgm, that in Core CBDs was actually
negative, reaching -9,098 sgm, due to
the short-term vacancy rises caused

by the exit of P2P companies and the
relocation of manufacturing companies
to emerging business districts. In Q4,
the vacancy rates in Core CBDs and
CBDs recorded increases of 0.7 and 0.2
percentage point quarter on quarter to
3.7% and 5.0% respectively.

FIGURE 2

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

The investment market performed actively
in Q4. According to statistics, 13 en-bloc
transactions were recorded in Q4 for a
total consideration of RMB40.2 billion, an
increase of 6% compared with the total
en-bloc transaction value during the first
three quarters of 2016.

The property investment market
confronted a variety of investor types.
Investors were not limited to financial
institutions and real estate companies.
We have seen that manufacturing and
asset management companies were also
aggressive in acquisition in Q4.

Of all en-bloc investors in Q4, five deals
were closed by non-financial/non-real
estate firms, involving a total consideration
of RMB3.2 billion.

Of the 13 transactions, nine deals
involved office properties and one
mixed-commercial use property. Office

properties remained the most popular
asset classes for property investors.

State Development & Investment
Corporation acquired an office building in
Shanghai International Shipping Service
Centre, North Bund for RMB5.288 billion.
Red Star Macalline Group purchased an
office building in R&F Centre in Honggiao
CBD for RMB2.1 billion. Also, a state-
owned enterprise acquired Building A2 in
Poly Greenland Plaza in Yangpu Dalian
Road for RMB2.3 billion.

The biggest en-bloc transaction of 2016
was sealed in Q4. An insurance company
acquired the office and retail complex
project, Century Link from Cheung Kong
Property Holdings Limited for RMB20
billion. Located in Century Avenue
Pudong, the mixed-use development
Century Link has two 32-storey office
towers.
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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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