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OFFICE VACANCY RATE
CLIMBS DUE TO INACTIVE
LEASING MARKET

Developers remained cautious on the launch of new
projects amid the external economic uncertainty and
ongoing weakening demand, thus the new Grade-A
office supply has been decreasing over the last three
years. In 2019, the new Grade-A office supply reached
approximately 733,000 sgm, a YoY decrease of 60%.

In Q4, the newly added Grade-A office
space reached 112,808 sgm, a QoQ
increase of 57%.

In Q4, the average rent of Grade-A office
continued to fall by 1.1% QoQ to RMB9.2 per
sgm per day, with a YoY decrease of 5.2%.

The overall vacancy rate increased by

1.3 percentage points QoQ to 13.4%. The
rising vacancy rate is closely related to new
completions and the overall weakening
demand.

Affected by the significantly increased new
completions and the overall weakening
demand, the net absorption recorded
negative value in Q4.

It is expected the newly launched projects
in Q12020 will decrease significantly and
many projects scheduled for completion
in Q1 will be delayed to the second half of
2020 or 2021, adversely affected by the
coronavirus outbreak (COVID-19) from
December 2019.

The significant decrease of the number of
office on-site inspections, the low desire

of tenants’ movements and the reduced
budgets of those companies affected by
COVID-19 are expected to drag down the
Grade-A office rents in the first quarter, even
in the first half of 2020. We expect that the
Grade-A rents in Shanghai will continue to
fall by 4% to 5% in 2020.

The short-term negative impact brought by
the coronavirus outbreak to the domestic
economy is self-evident. Leasing demand
will further shrink, and the vacancy rate will
have another increase of 15 percentage
points. Traditional industries including
financial entities and consulting firms

as well as the emerging sectors such as
artificial intelligence (Al) and new energy
will become major demand sources in the
Grade-A office market. Plus, the demand
from sectors related to medical treatment,
online office and online entertainment is
expected to become robust in short run.

TABLE1

Shanghai Grade-A office market indicators

Indicator Q4 2019 figure
New supply 112,808 sqm
Rent RMB9.2 / sgm / day
Vacancy rate 13.4%

Price RMB66,645 / sgm

Source: Knight Frank Research
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RENTS AND
PRICES

The average rent in Core CBDs continued
to drop slightly by 0.9% QoQ to RMB11.2 per
sgm per day. Amongst, the average rents

in Nanjing West Road and Little Lujiazui
were both lower than those in the previous
quarter, reaching RMB10.9 and RMB12

per sgm per day respectively. However,

the average rents in Huaihai Middle Road
increased by 1% QoQ to RMB9.9 per sqgm
per day.

The emerging and secondary business
districts have been significantly affected
by the increase in market supply in recent
quarters and the weakening of overall
market demand. Market rents have
continued to decline, with average rents
falling to RMB7.3 and RMB6.4 per sqm per
day respectively.

The market rent in CBDs remained stable
at RMB8.2 per sqgm per day compared with
the previous quarter and decreased 3.5%
YoY. However, this YoY decline rate was the
lowest compared with those in Core CBDs,
emerging and secondary business districts.
The average rents in Xujiahui and People’s
Square remained stable in Q4 at RMB7.6
and 8.7 per sqm per day. The average rent
in the Century Avenue area continued to
drop by 2.2% QoQ to RMB8.7 per sqgm per
day, but the decline rate slowed with 1.1
percentage points lower than that in Q3.

In the strata-title market, the average office
price decreased 1.9% QoQ to RMB66,645
per sgm. The sales performance of
Riverside International Plaza in Yangpu

and Honggiao R&F Centre in Honggiao
CBD were good in Q4. The standard office
towers and the detached office blocks in
Riverside International Plaza in Yangpu on
sale reached transaction prices ranging
from RMB53,000 to RMB60,000 per sgm.
Most transactions in Honggiao R&F Centre
are office units sized between 250 and 350
sgm for prices ranging from RMB52,000 to
RMB65,000 per sgm.

RESEARCH

n Knight 3
Frank 15

FIGURE1
Grade-A office rental and price indices
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TABLE 2
Major Grade-A office sub-market indicators, Q4 2019
Vacancy rate
0,
Submarket (RMB leer::1 / day) Rent(é:ocg)a nge Va::;re\cy percentage point
qa V. change (QoQ)
Little Lujiazui 12.0 11.6% 8.0% 122
Nanjing West 109 118% 3.9% 102
Road
Huaihai
0, 0,
Middle Road 9.9 11.0% 3.5% 104
Xujiahui 76 A4 2.6% <«
The Century 87 12.2% 13.9% loz
Avenue
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q4 2019
District Building Zone Area (sqm)
Xuhui ICC High-zone 2,600
Pudong Century Link High-zone 2,550
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q4 2019
P - . Area Unit Price
District Building Floor / unit (sqm) (RMB / sqm)
Pudong Hengyue Huading Plaza 4" floor unit 64 91,923
Xuhui Greenland Centre Phase Two 11" floor unit 550 68,719

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



SUPPLY AND DEMAND

In Q4, the total Grade-A office stock grew to
18.69 million sgm, of which nearly 38% was
concentrated in Pudong New Area, ranking
the top place among all administrative
districts.

In Q4, only one new office projects was
completed in the Shanghai’s Grade-A office
market, namely ONE EAST of Huangpu
District, adding 112,808 sgm of office space
to the market.

ONE EAST is a commercial mixed-use
project adjacent to the Puxi part of the
Post-Expo area. There were three Grade-A
office buildings designated for lease in ONE
EAST, totalling an office gross floor area

of 112,808 sgm. This project was acquired
by Canadian-based Brookfield Asset
Management from Greenland Hong Kong in
the first half of 2019.

In Q4, leasing activity in the Grade-A

office market was not active. The vacancy
rate in most business districts increased.
The overall vacancy rate increased by 1.3
percentage points QoQ to 13.4%, up 3.5
percentage points compared with Q4 2018.

Lowering asking rents and offering more
incentives such as fit-out contributions

and rent-free periods by Grade-A office
buildings’ landlords in Core CBDs remained
in force. The office space that was
previously abandoned by anchor tenants in
the first two quarters had been absorbed at

INVESTMENT

In Q4, the Shanghai property investment
market recorded nine en-bloc transactions
for a total consideration of over RMB7
billion. Most of the transacted properties
were hotels, serviced apartments, retail
and office projects. In 2019, the total
consideration of office en-bloc transactions
in Shanghai reached over RMB30 billion.
The major market players in Q4 were

FIGURE 2

Grade-A office supply, net absorption and vacancy rate

mmmm Grade-A office supply (left)

'000 sgm
1,800

1,600
1,400
1200
1,000
800
600
400

200

2008 2009 2010 20m 2012 2013

Source: Knight Frank Research

a faster pace in Q4. Little Lujiazui is one of
the several business districts with vacancy
rate decreasing by 2.2 percentage points
QoQ to 8%. Cooley, an American law firm,
renewed its office space in IFC Phase Two
in Little Lujiazui.

In terms of new leases, most leasing
demand was from domestic enterprises in
Q4. However, the percentage of total leases
from European and USA-based companies
rebounded slightly to approximately 25%.
Swiss Ferring Pharmaceutical rented

MARKET

domestic purchasers including insurance
funds, developers and retailers.

In Q4, three office en-bloc transactions
were recorded in Shanghai’s property
investment market. For examples,

Oriental Pearl Property sold its Riverside
International Plaza Building Two to Li An
Life, a domestic insurance fund. Shanghai
Changzheng Asset Management purchased
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approximately 2,550 sqm office space in
high zone of Century Link in The Century
Avenue. In Q4, traditional financial entities
and professional services sector were active
in the market, of which over 60% of new
leases occurred in Core CBDs, attributing
the most to the declining vacancy rate in
Core CBDs by 0.8 percentage point to
5.8%. The social network for the business
community, LinkedIn expanded its office
space to 2,600 sgm in the high zone in One
ICC on Huaihai Middle Road.

five floors of office space in Building Three
of Changfeng Centre Phase Three in Putuo
Changfeng area with a total gross floor area
of 11,660 sgm. Meanwhile, Luolai purchased
another six floors of space in the same
building with a total gross floor area of
13,992 sgm respectively. The closing price
of these 11 floors of Building Three totalled
approximately RMB1.2 billion.
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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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