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SHANGHAI GRADE-A

OFFICE MARKE]

CONTINUED WITH
STEADY GROWTH IN

Q4 2015

In the fourth quarter (Q4) of 2015, there was
approximately 680,000 sgm of new Grade-A offices
launched in Shanghai (see Table 1).

Boosted by robust office demand, the
average Grade-A office rent edged up
marginally in Q4, while the prices of
strata-titled offices continued to increase.

In the past, the Caohejing, North Bund
and Jingiao areas were accessible by only
one metro line. The completion of Line

12 will enhance the accessibility of these
areas and diversify the tenant profiles.

In the downtown area, the newly
completed Line 13 Phase Two connects
the Nanjing West Road and Huaihai
Middle Road CBD areas, making it more
convenient to share resources between
these two CBDs in Puxi.

The office market in New Jing’an District
will benefit from the merger of Zhabei and
Jing’an Districts. On 4 November, the
merger of the two districts was officially
announced, helping integrate resources
between the two governments.

After the merger, Jing’an District will be
able to transfer low-end industries to
Zhabei District to fill up vacant office
space there. Meanwhile, Zhabei District
will receive more financial support from
the Jing’an government. This connection
will further promote the two districts’
integration. Thus, Knight Frank expects
a positive outlook for the future office
market of the New Jing’an District.

Looking forward, owing to the delay of
some projects in 2015, approximately two
million sgm of new Grade-A space will be
launched in 2016.

With significant new supply in the
pipeline, rental growth in the Shanghai
office market will slow down. Rents are
set to increase 3-4% year on year (Y-0-Y)
in core areas and 1-2% in non-core areas
in 2016.

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q4 2015 figure
New supply 680,000 sgm
Rental RMB9.4 /s gm/day
Vacancy rate 4.8%

Price RMB58,188 / s gm
Yield 5.9%

Source: Knight Frank Research
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RENTS AND PRICES

The average rent of Grade-A offices
increased by 0.6% quarter on quarter
(Q-0-Q) to RMB9.4 per sqm per day
(see Table 1), whilst the average office
vacancy rate in Shanghai dropped 0.4
percentage point Q-0-Q to 4.8%

(see Table 1).

Grade-A office buildings in CBDs
remained appealing to occupiers from the
services sector.

In Q4, with the completion of Corporate
Avenue Phase 3, the average rent of
the entire Corporate Avenue project
increased to RMB13.5 per sqm per day,
an increase of 12.5% compared to Q2
2015.

The Grade-A office rent of Huangpu
District was also pushed up by 1.1%
Q-0-Q to RMB9.6 per sqm per day
(see Table 2).

The rental growth of Grade-A offices in
the Lujiazui area slowed down with a
Q-0-Q increase of 0.6% to RMB12.4 per
sgm per day.

The completions of Line 12 and Line 13
will spur office rents along the lines.

With active en-bloc office sales,
strata-titled office prices increased to
RMB58,188 per sgm, up 3.9% Q-0-Qin
Q4 (see Table 1).
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2

Grade-A office market indicators, Q4 2015

Vacancy rate

Submarket Rent Rent % change Vacancy percentage point
(RMB / sqm / day) (Q-0-Q) rate change (Q-0-Q)
Huangpu 9.6 T1.1% 4.7% 106
Jing’an 10.9 o 3.1% 109
Pudong 10.5 “ 0.4% &
Xuhui 8.9 & 2.8% 11.0
Changning 7.7 & 5.4% &
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q4 2015
District Building Zone Area (sqm) Rent
(RMB / sqm / day)
Jing’an Plaza 66 Tower 1 High 555 1.3
Huangpu Henderson Metropolitan Low 1,258 8.4
Huangpu ICC Tower 2 High 5,000 12
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q4 2015
I - . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Huangpu Gopher Centre 10th floor unit 146 45,326
Minhang Mgl [miEhreione| 4th whole floor 803 58,000
Plaza
Pudong HNA Building 7th whole floor 2,335 76,018

Source: Shanghai Real Estate Trading Centre / Knight Frank Research

Note: all transactions are subject to confirmation



SUPPLY, TAKE-UP AND VACANCY

The completion of Shanghai Tower
brought approximately 200,000 sgm of
office space to the core CBD of Little
Lujiazui.

In the secondary business district of the
Shanghai Railway Station area, Kerry
Everbright City Phase 3—Enterprise
Centre was completed in Q4, adding
approximately 140,000 sgm of office
space to the market.

The Bund is expected to become an
eye-catching office area in Huangpu
District after the completion of the
Bund Finance Center (BFC) project in
2016. The plan to build a global science
and technology innovation centre in
Shanghai is anticipated to generate
demand to help absorb the future office
supply.

Co-working spaces are gaining
popularity among start-ups for its
flexible leasing terms. Compared to
traditional offices, co-working spaces
place more emphasis on long-term
business benefits. After a period of
development, the team size and the
rental affordability of start-ups will grow,

FIGURE 2
Grade-A office supply, take-up and vacancy rate
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INVESTMENT MARKET

In Q4 2015, Shanghai’s office investment
market remained active. Four transactions
were recorded for a total transaction value
of RMB25.5 billion, with the majority of
buyers being domestic companies. After
The Link REIT acquired Corporate Avenue
1 & 2 in Shanghai Xintiandi in Q3 2015, a
joint venture between Lee Kum Kee and
Vanke purchased Corporate Avenue 3 for
RMBS5.7 billion in Q4

(see Table 5).
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boosting their future office demand.
Furthermore, setting up more co-
working spaces in office buildings will be
an alternative to absorb the large amount
of Grade-A office supply in emerging
areas in the future.
TABLE 5
Shanghai major en-bloc sales transaction, Q4 2015
. Price
Project GFA (sgm) Purchaser (RMB billion)
Two office buildings on Plot 2E5-1 . .
(CITIC Shipyard Project) 258,300 China Life, ICBC 15.61
Corporate Avenue 3 87,000 e 5.7
Vanke
BEA Finance Tower (partial) 41,000 ARA Asset Man- 2.7
agement
Manpo International Plaza 31,800 Carlyle Group 1.47

Source: Knight Frank Research
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GLOBAL BRIEFING

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