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SHENZHEN AS PILOT
DEMONSTRATION AREA
SEEING HIGHER OFFICE
LEASING DEMAND

In the third quarter (Q3), the new supply in Shenzhen's
Grade-A office market was 437,846 sqgm. In the first
three quarters, the total newly added Grade-A office
space reached approximately 1,190,000 sgm and the net
absorption area was 556,848 sgm.

In Q3, the average Grade-A office rent

was RMB223 per sgm per month and the
average rent in Central Business Districts
(CBDs) was RMB238 per sgm per month.

Due to the weak leasing demand and the
high vacancy rates of new completions,
the overall vacancy rate in the Shenzhen’s
Grade-A office market remained at a high
level of 21.3%.

On 18 August, China’s central government
issued a new policy about building
Shenzhen into a pilot demonstration area.
According to the policy, Shenzhen will be
strategically positioned as a global city
featuring its competitiveness, innovation
and influence. The policy supports
Shenzhen to develop major innovation
centres for 5G, artificial intelligence (Al),
cyberspace science and technology,
bioinformation and biomedical laboratories,
and explore to construct an international
centre of science and technology. It also
supports Shenzhen to implement a system
which is more open and convenient in
attracting overseas talent and managing
cross-border customs, thus promoting

mutual trust and mutual recognition of
financial (fund) products with Hong Kong
and Macao financial markets. In the
promotion of the internationalisation of
the Renminbi, Shenzhen will try first and
explore innovative cross-border financial
supervision. It supports Shenzhen to
deepen the reform of foreign exchange
management and promote more
international organisations and institutions
to settle in Shenzhen.

We believe that this milestone policy will

be significantly favouring Shenzhen’s
development. By implementing foreign
exchange reform, advancing the
internationalisation process of RMB and
optimising the listing system of Growth
Enterprise Market (GEM), Shenzhen will
become a more popular investment
destination for both international and
domestic enterprises. With these incentives
in place, it is expected that scientific
research and development, high-end
manufacturing and financial services will
become the key drivers for the office leasing
market in the long term.

TABLE1

Shenzhen Grade-A office market indicators

Indicator Q32019

New supply 437,846 sqm
Rent RMB223 / sgm / month
Vacancy rate 21.3%

Price RMB50,200 / sgm

Source: Knight Frank Research
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RENTS AND
PRICES

In Q3, the average Grade-A office rent

was RMB223 per sqm per month. The
average rent in CBDs was RMB238 per
sgm per month. High rents in CBDs make
it difficult for companies with limited
budgets to stay due to weak economic
conditions. Therefore, landlords continued
to reduce rents in order to attract tenants
and accelerate the absorption, leading to a
downward trend in rents in CBDs.

In Q3, the average rents of emerging
business districts and second-tier business
districts were RMB175 and RMB201 per sqm
per month respectively.

The High-tech Business Park office
market in Nanshan remained active in Q3.
Given the high accessibility, the maturing
amenities and the rental equals to half

of that in CBDs, the High-tech Business
Park area has attracted a good number of
financial services and fintech companies
to move in. For example, China Merchants
Bank leased eight-floor office space of
approximately 16,000 sqm in Building Two,
Kexing Science Park Phase 2, which came
to the market in 2019 Q2. Futu Holdings,

a digital brokerage service provider, also
leased three-floor office space in the same
property.

In the strata-title market for new offices,
the average price was RMB50,200 per
sgm. In Qianhai, the transactions of China
Resources Qianhai Building and Hengyu
Qianhai Financial Centre were active in
Q3, with the average price of RMB83,000-
92,000 per sqm.
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TABLE 2
Major Grade-A office sub-market indicators, Q3 2019
Rent

Submarket (RMB / sqm / month) Vacancy rate
Caiwuwei 240 14.2%
Futian CBD 255 151%
Houhai 238 14.3%
Qianhai 147 470%
Huagiang North 205 34.6%
Chegongmiao 238 30.8%
Shekou 200 12.2%
Nanyou 180 4.4%
High-tech Business Park 185 24.9%

Source: Knight Frank Research

TABLE 3

Major Grade-A office leasing transactions, Q3 2019
District Building Tenant Area (sqm)
Futian Vanke Cloud Center Haihui Office 6,000
Futian Centralcon Tower First Capital Finance 1,000
Futian Ping An International Financial Centre Junhe Law Firm 1,000

Source: Knight Frank Research

Note: all transactions are subject to confirmation

TABLE 4

Major Grade-A office strata-title sales transactions, Q3 2019

I - . Unit Price

District Building Floor / Unit Area(sqm) (RMB / sqm)
Futian Fortune Building 31st floor 1,693 49,990
Bao’an Zhonggang Plaza 1401-09 unit 2,653 45,606

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



SUPPLY AND
DEMAND

In Q3, four new office projects were
completed in Shenzhen, bringing 437,846
sgm of space to the Shenzhen Grade-A
office market and driving up the total stock
to 7.26 million sgm. The new supply came
mainly in Futian and Qianhai.

Although the demand of overall market
remained weak, Technology Media Telecom
(TMT) sector continued to drive the Grade-A
office leasing demand. In terms of the number
of leasing transaction, TMT companies
accounted for over 50% of total demand in
the market. Japanese sensor manufacturer,
Keyence opened its 2™ office in Shenzhen

in Block C, China Resources Land Building.
In addition, professional services sector,
especially law firms, remained active in Q3.
JunHe, a prestigious law firm, moved to Ping
An International Financial Centre from Kerry
Plaza, taking up approximately 1,000 sgm of
office space. Leasing demand of companies
from finance, architecture and real estate
sectors remained stable in Q3.

In Q3, due to the new completions and
subdued leasing demand, the overall
vacancy rate in Shenzhen’s Grade-A office
market slightly increased to 21.3%.

INVESTMENT

In Q3, Shenzhen property market recorded
three en-bloc sales for a total transaction
value of over RMB4 billion. Most of the
projects were commercial mixed-use
developments.

In July, China Merchants Shekou agreed
to sell T4 and T5 of Taiziwan Business
Building to a local investor, with total GFA

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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TABLE 5
Major Grade-A office new supply, Q3 2019
District Building Developer Office Area
(sqm)
Futian BO Space Tai Hon Wong Property 130,400
Futian Huitong Plaza Shenzhen Metro 113,702
Futian Upper Hills Tower 1 Shum Yip Land 153,944
Qianhai Hengyu Qianhai Financial e G 39,800

Center Tower 2

Source: Knight Frank Research

MARKET

of 21,317 sqm, for a total transaction value
of RMB1.5 billion.

In the same month, China City Infrastructure
Group acquired a 4-property portfolio
consisting of industrial, office and retail
property in Longgang District from a private
investor with a total GFA of 34,600 sqgm,

of which 12,200 sgm is slated for office

MARKET OUTLOOK

In the next 3 years, the new supply of

the Shenzhen Grade-A office market is
expected to reach 2.69 million sqm, 60% of
which will come from Qianhai and Houhai
submarkets, accounting for 1.28 million
sgm and 0.34 million sgm, respectively.
New supply will be peaked in 2020, with
approximately 1.2 million sgm of office
space added to market. New supply will
stabilise at the level of 0.74 million sgm in

2021and 2022.

Although the uncertainty of macroeconomic
environment and friction between US and
China has suppressed some companies’
leasing demand, we expect that the
demand for Shenzhen Grade-A office will
pick up gradually after 2020 based on the
following factors. First, tertiary industry’s
contribution to Shenzhen’s GDP is still rising

use. The total transaction value was over
RMB700 million.

It is reported that in September, China
Gas has acquired approximately 50,000
sgm of office space from Central Times
for establishing global headquarter, with a

total transaction value of over RMB2 billion.

and will bring more office demand to the
market. Besides, the benefits of policy to
build pilot demonstration area is expected
to realise in the next few years and will drive
office demand of TMT, finance and other
sectors. As a result, vacancy rate would
decrease gradually after 2020. Meanwhile,
average office rent should also pick up
slightly amid better market prospects.
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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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