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LARGE OFFICES IN
EMERGING AREAS
ATTRACT TENANTS

Technology, Media and Telecom (TMT) companies
are becoming anchor tenants of Grade-A offices in
emerging and secondary areas.

In the third quarter (Q3) of 2015, 353,632
sgm of new Grade-A office space was
launched in Shanghai (see Table 1), all
situated in emerging and secondary
areas.

Although both the rents and sales prices
of Shanghai Grade-A offices continued to
increase in Q3, the rental growth slowed
down due to the significant amount of
new supply.

The huge amount of new supply also
pushed up the overall vacancy rate in Q3.

Business centres in CBDs are gaining
popularity in Shanghai due to their
flexible office space and leasing terms.

As a new global technology innovation
centre, Shanghai will attract more
companies in the industry, promoting
office demand in the future.

The popularity of Grade-A offices being
built along the Huangpu River is growing.
Business districts along the river such as
North Bund, Xuhui Binjiang and Post-
Expo Area will withess new completions
of office buildings in the coming year.
Although the river view is appealing to
office tenants, future rental growth will be
limited due to the huge amount of new

supply.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q3 2015 figure
New supply 353,632 sgm
Rental RMB 9.3 / sgm / day
Vacancy rate 5.2%

Price RMB 56,003 / sqgm
Yield 6.1%

Source: Knight Frank Research
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RENTS AND PRICES

The average rent of Grade-A offices in
Shanghai increased by 1.3% quarter on
quarter (QoQ) to RMB9.3 per sqm per
day in Q3 (see Table 1).

According to the latest urban plan,
Pudong will increase support for the
city’s initiatives to develop itself into a
global technology innovation centre,
further promoting office demand in
Pudong. As Pudong is also facing
historically low vacancy level, the
average rent in Pudong grew further to
RMB10.5 per sqm per day in Q3, up
2.4% QoQ (see Table 2).

The office leasing market remained
buoyant in the Puxi CBD, with the
majority of absorption focused on

new projects. Tower 3, Raffles City
Changning in Zhongshan Park achieved
an occupancy rate of over 90% in Q3
after its completion in the previous
quarter. Amid a huge amount of new
supply in the emerging areas of Puxi,
the average rent there only increased
marginally by 0.7% QoQ to RMB8.9 per
sgm per day.

The strata-title office sales market
extended the upward trend in the
previous quarter. In Q3 2015, the prices
of office buildings for strata-title sales
surged to RMB56,003 per sgm (see
Table 1), up 3.9% QoQ. In particular, the
sales prices of some office buildings in
Lujiazui reached over RMB80,000 per
sgm (see Table 4).
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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 2015

Vacancy rate

Rent Rent % change  Vacancy "

Submarket (RMB/sqm/day) (QoQ) Rate pif::szg(gzg')nt
Huangpu 9.3 ™M1.7% 5.3% 10.2
Jing’an 10.9 ™ 0.9% 4.0% &
Pudong 10.5 ™2.4% 0.4% o
Xuhui 8.9 & 2.8% ™1.0
Changning 7.7 1 0.9% 4.6% NZ%
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q3 2015

—_ - Rent
District Building Zone Area (sgqm) (RMB/sqm/day)
Minhang The Hub Low 3,000 5.8
Zhabei Enterprise Centre Middle 5,000 5.0
Zhabei Enterprise Centre Middle 800 5.0

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

ﬁ?}ij Grade-A office strata-title sales transactions, Q3 2015
District Building Floor Area (sqm)
Pudong Poly One56 3rd floor unit 1,321
Putuo Global Harbour 26th floor 2,316
Xuhui Xuhui Vanke Centre 12th floor 1,273

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

Price (RMB/sqm)
85,874
56,000
40,165



SUPPLY, TAKE-UP AND VACANCY

Honggiao Vanke Center Phase 1

in Honggiao CBD provided 58,000

sgm of new Grade-A office space

for lease in Q3. Meanwhile, Hopson
International Plaza, a landmark project
in Wujiaochang, Yangpu, brought 60,000
sgm of new Grade-A office space to the
market.

Owing to abundant new office supply in
emerging areas, the overall vacancy rate
increased 2.0 percentage points QoQ to
5.2% in Q3 (see Table 1).

Foreign investment remained active in
Shanghai. 518 multinational companies
(MNGCs) had set up their headquarters in
Shanghai as at the end of August 2015,
including 36 Asia-Pacific headquarters.
Shanghai is also home to 306 investment
companies and 390 Research &
Development centres. Pudong, the

Free Trade Zone (FTZ) in particular, was
the most sought-after location. 231 or
44% of these MNCs established their
headquarters in Pudong, of which 181
in the FTZ. The rest of the MNCs were
located in downtown areas.

Demand from the TMT industry
remained strong. WPP secured 20
floors in Nan Fung BM Tower in Zhabei,
covering 41,000 sgm of office space, to

INVESTMENT

The office investment market was active
in Q3, witnessing several major en-bloc
office transactions.

On 14 July, Future Land Development
acquired Guoco Changfeng City No. 5
Office Tower for approximately RMB833
million, or a floor value of RMB25,000 per
sgm. It was the second office tower in
Guoco Changfeng City that Future Land
purcahsed. The first office tower, No. 6
Office Tower, was acquired for RMB623
million in Q4 2014.

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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house 26 of its subsidiary companies by
the end of 2015.

Some companies showed interest

in large office space requirements

in emerging areas. A baby products
company, for example, relocated its
headquarters from Shanghai K11 Tower
to the 8-9th floors of Building No.5 of
The Hub covering a gross floor area of
4,300 sgm.

MARKET

On 24 July, Hong Kong’s The Link REIT
purchased Shui On Land’s Corporate
Avenue 1 & 2 for a total consideration

of RMB 6.6 billion. The high purchase
price made the transaction in Shanghai’s
downtown the biggest real estate
acquisition in mainland China so far this
year.

On 3 August, Yuexiu Real Estate
Investment Trust, a subsidiary of Yuexiu
Group, acquired Shanghai Hongjia Tower
for RMB2.6272 billion. Located in the

2011
2012
2014

2015Q1-Q3

Recently, SOHO China launched “SOHO
3Q” project with about 10,000 sgm of
office space in SOHO Bund. “SOHO 3Q”
is a business centre that is operated by
SOHO China. The rent of the business
space in “SOHO 3Q” will be determined
by online auction without any reserve
price.

core area of East Zhuyuan Business
District, the property has a gross floor
area of 62,000 sgm, representing a floor
value of RMB42,374 per sgm.
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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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