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HIGHLIGHTS

In the first quarter, Shanghai GDP
growth reached 7.8%. Meanwhile,
Shanghai fixed asset investment and
real estate investment, particularly
office property investment, grew at a
rapid pace and remained attractive
for domestic and foreign investors
alike.

Garden Square (previously known as
Huamin Imperial Tower), located in
Nanjing West Road area, was
completed in the first quarter,
adding 51,700 sq m of Grade-A
office space to the market.

However, the slowdown in economic
growth had a negative impact on the
office market. In the first quarter,
the average Grade-A rents were
stable at RMB9.1 per sq m per day,
equivalent to that in the previous
quarter. Demand for the
manufacturing, retail and
professional services sectors
remained strong and the market
witnessed a number of whole- floor
leasing transactions.

Investment demand remained robust
in the first quarter, recording a
number of en-bloc transactions at a
total value of over RMB7.0 billion.
Real estate investment funds
remained active in en-bloc
investment, while some domestic
financial institutions continued to
purchase large office space for
self-use. Some real estate funds
including MGPA Asia Funds III and
ARA announced their acquisitions of
J-Tower and Ascendas Ocean Tower
respectively in the first quarter.

Cooling measures on the residential
market imposed a positive impact to
office market. In the first quarter, the
total transacted volume of new
offices in Shanghai's urban districts
reached 152,000 sq m with an
average unit size of 141 sq m,
decreasing for the third consecutive
quarter. Emerging CBD areas

including Putuo and Zhabei were
notably active.

Outlook

Some Grade-A office buildings such
as Jing'an Kerry Centre Phase II will
be delayed to the second quarter,
totally adding approximately 100,000
sq m office space to the market. The
new supply is expected to further
increase the Grade-A office vacancy
rate in Puxi, which was 5.7% in the
first quarter of 2013. Meanwhile, new
supply in Pudong is still limited in
the short term. Therefore, the
vacancy rate in Pudong's Grade-A
office market will continue its
downward trend with relatively
stable demand. The gap between
Puxi and Pudong’s Grade-A office
rents as well as vacancy rate will
continue to widen.

A number of Grade-A office
buildings which are scheduled to
complete during 2013 and 2014
have begun pre-leasing process.
Tenants will have more choices and
the growth of office rents will face
more competitive pressure. ltis
expected that Grade-A office rents in
Shanghai will experience a more
moderate increase in 2013 than 2012
with an annual growth of 2 to 3%.

Given the pressure on rental growth,
some landlords are adjusting their
leasing strategies. To maintain the
average rental, landlords intend to
offer more incentives or lower rents
for large-sized units with poor views
located in low-zones, but request
higher rents for small-sized units in
high-zones. Thus the rental gap
between different units in the same
building has been widening. This
trend will allow some tenants with
lower budgets to rent space in
Grade-A office buildings in core
areas.

Some Grade-A office
buildings such as Jing'an
Kerry Centre Phase II will be
completed in the second
quarter, totally adding
approximately 100,000 sg m
of office space to the
market.
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In the first quarter of 2013,
Shanghai GDP reached
RMB493.7 billion, an
increase of 7.8%
year-on-year, led by the
significant growth of
construction industry and
finance industry with a
year-on-year increase of
over 15%. Shanghai is
making ground to improve
the contribution of service
industries to the total GDP.

MACROECONOMIC

INDICATORS

In the first quarter of 2013, thanks to
significant growth of the construction,
finance and real estate sectors with
annual increases all over 15%,
Shanghai GDP reached RMB493.7
billion, an increase of 7.8% year on
year. Shanghai is making ground to
improve the proportion of the tertiary
sector in total GDP.  In the first
quarter, the newly added value of the
tertiary sector reached RMB296.6
billion, equivalent to 60.1% of the
total GDP of Shanghai.

The local government is seeking a
more diversified and sustainable
mode of economic growth. In 2013,
Shanghai will continue to attract a
headquarters’ status companies,
improve tax policies for MNC and
encourage more foreign R&D centres,
operation centres, settlement centres
and data centres to set up in the city.

Benefitting from the rapid growth of
real estate investment, Shanghai fixed

Economic indicators, Q1 2013

asset investment increased 10.3% year
on year to RMB100 billion in the first
quarter, among which real estate
investment reached RMB57.5 billion,
rising 21.9% year on year as office
market investment increased 95.1%.

The slow recovery of the global
economy posed negative impact on
Shanghai’s export and import value as
well as foreign direct investment (FDI)
as well. In the first quarter, Shanghai’s
export and import value reached
USD101.2 billion, dropping 1.2%
compare to the previous year. In
particular, FDI growth dropped fast. In
the first quarter, Shanghai utilised FDI
increased 10.2% quarter on quarter to
USD3.67 billion with the growth rate
declining by 19 percentage points
from that of the previous year. The
contracted FDI increased 3.1%
quarter-on-quarter to 5.44 billion,
with growth rate decreasing by 8.8
percentage points.

Economic indicator Figure YoY change (%)
Shanghai Gross Domestic Product (GDP)  RMB493.7 billion 7.8%

Fixed asset investment RMBS5,100 billion 10.3%

Real estate investment RMB57.5 billion 21.9%
Export and import US$101.2 billion -1.2%
Utilised Foreign Direct Investment (FDI)  US$3.67 billion 10.2%
Consumer Price Index (CPI) 102.3 (same period of previous year = 100)
Source: Knight Frank Research / Shanghai Statistics Bureau
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In the first quarter,
Shanghai's land market
recorded 14 land
transactions among which
six were sold at premium,
with @ minimum premium
rate of 41%, indicating
developers’ enthusiasm in
the market.

LAND MARKET

Shanghai commercial land transaction volume and value (Q1 2010-Q1 2013)
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In the first quarter, Shanghai's land
market recorded 14 land transactions
with total grant fees of RMB10.9
billion and total transacted area of
580,000 sq m or approximately 1.46
million sq m of gross floor area (GFA).
Among the transactions, six were sold
at premium, with a minimum
premium rate of 41%, indicating the
developers' enthusiasm in the market.

In the first quarter, a number of
commercial lands were launched for
sale in prime areas in Shanghai. In late
January, China Shipping Group
acquired Plot E20(e-4-1) alongside
the Huangpu River for RMB1.473
billion through its subsidiary, with an
accommodation value of RMB34,821
per sq m, 66% higher than the reserve
price, ranking the highest
accommodation value in 2013.
Located in the riverfront area in
Tanggiao, Plot e4-1 covers a total
land area of 9,000 sqg m while the total
GFA reaches 42,300 sq m.

In the first quarter, the south sector of
Honggiao CBD core area saw two
commercial land transactions. After
the completion of land transfer in
Phase I of Honggiao CBD core area,
that in the south sector also
accelerated. On 20 January, Hong
Kong King Wai Group acquired Plot
04 in Honggiao CBD south sector
through its subsidiary for RMB1.32
billion, 76% above reserve price.

With an accommodation value of
RMB20,371 per sq m, it is the first
time for the accommodation value in
the Hongqgiao CBD area to exceed
RMB20,000 per sq m. Plot 04 covers
a total land area of 49,500 sq m with a
plot ratio of 1.31. Adjacent to Plot 04,
Plot 05 in Honggiao CBD south sector
was acquired by Shanghai Longshi
Investment Management Co., Ltd at
the reserve price, or an
accommodation value of RMB10,800
per sq m. Plot 05 covers a total land
area of 15,820 sq m with a plot ratio
of 1.6.
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In the first quarter of 2013,
the vacancy rate of
Grade-A office in Shanghai
remains at 5.1%, flat
compared to last quarter.
Emerging CBD areas have
got more attention in
quarter one and firms from
manufacturing, retail and
professional services
sectors have seen robust
demand.

SUPPLY AND DEMAND

Shanghai Grade-A office supply, absorption and vacancy rates (2001-2015)
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In the first quarter, one Grade-A office
building, Garden Square (previously
known as Huamin Imperial Tower) was
completed, adding 51,700 sq m office
space to the market. Located in
Nanjing West Road area, the
56-storey Garden Square comprises of
Grade-A office, retail and hotel. The
office sector has 25 floors in the low
zone with an average typical floor
area of 2,100 sq m.

By the end of Q1 2013, the total
Grade-A office in little Lujiazui has
reached 1,520,000 sq m, accounting
for 26% of the total stock in Shanghai.
Moreover, Oriental Financial Centre
and Shanghai Tower will be put into
use in 2014 and 2015 successively,
bringing 200,000 sq m of Grade-A
office space to Little Lujiazui Area.
Besides, several office buildings in
riverside area of Xuhui District and
Honggiao CBD are expected to
complete during 2014 and 2015, with
an estimated supply of more than 1.0
million sq m. By then the proportion
of stock in emerging CBD areas in
Shanghai will be further improved.

The slowdown of economic growth
exerted a negative impact on
Grade-A office demand. Companies
became cautious in expansion and
relocation, resulting in a slowdown in
leasing activity. In the first quarter of
2013, the vacancy rate of Grade-A
office in Shanghai remains at 5.1%,
flat compared to last quarter. CBD
areas have got more attention in
quarter one especially among firms
from the manufacturing, retail and
professional services sectors.
US-based Bose relocated its office to
L'Avenue in Honggqiao, leasing two
floors covering 3,400 sqg m. The
construction materials company
Saint-Gobain leased one floor in the
Bund Center, totaling 2,200 sq m.
And Giorgio Armani expanded its
office in Plaza 66 Phase I for about
430 sq m. Little Lujiazui Area
remained attractive to financial
companies with the vacancy rate of
many Grade-A office buildings
ranging from 2 to 5%.
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In the first quarter,
Grade-A office rent
reached RMB9.2 and 9.0
per sq m per day in
Pudong and Puxi
respectively, among which
Pudong achieved a faster
growth.

RENT
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In the first quarter, the average rent of
Grade-A office in Shanghai was
RMB9.1 per sq m per day, flat
compared to that in the fourth
quarter of 2012. The office rent in
Honggiao Economic and
Technological Development Zone
recorded the biggest jump of 5.9%
quarter on quarter to RMB7.7 per sq
m per day among all CBD areas. Office
rent in Little Lujiazui Area experienced
an uplift in the first quarter, rising
1.6% quarter-on-quarter to RMB10.5
per sq m per day, second only to
RMB11.9 per sq m per day for
Nangjing West Road.

2008 | 2009 | 2010 | 2011 | 20122013

In the first quarter, Grade-A office rent
reached RMB9.2 and 9.0 per sq m per
day in Pudong and Puxi respectively,
among which Pudong achieved a
faster growth. As to Puxi area, the
market thrived on an abundance of
office supply alongside the metro line
in Hongkou and Zhabei districts,
giving tenants more choices. Office
rent in Sichuan North Road area rose
to RMB5.1 per sq m per day while that
in Zhabei District increased to RMB6.3
per sq m per day.

Prime office market indicators, Q1 2013

Rent Rent % change Vacancy Vacancy rate.

Submarket RMB d Rate percentage point

( /sq m/day) (QeQ change (QoQ)
Huangpu 9.2 10.1% 5.4% 103
Jing‘'an 11.9 Ad 3.1% 101
Pudong 9.6 10.1% 5.3% 109
Xuhui 9.3 10.7% 4.0% 108
Changning 77 10.9% 4.4% 101
Source: Knight Frank Research
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Out of the favorable
outlook, real estate
investment funds
maintained high-frequency
en-bloc investments while
some financial institutions
continued to purchase a
high volume of office space
for self-use.

SALES AND INVESTMENT

In the first quarter of 2013, new office
supply in Shanghai's urban districts
soared 53.8% quarter on quarter to
366,000 sq m, among which March
alone has achieved a supply of
270,000 sq m. Meanwhile, new office
sales volume in urban districts
reached 152,000 sgq m, or about 1,100
units. Accordingly, the average
transacted unit space was only 141 sq
m, declining for three straight
quarters. The increasing number of
small sized units transactions indicate
that more and more individual
investors entered the market.

In the first quarter, saleable office in
emerging CBD areas proved to be the
main contributor of office transactions
in Shanghai. Putuo Changfeng area
and Zhabei Railway Station area were
brisk in transaction, with the sales
volume both reaching 20,000 sq m
and the price ranging from
RMB28,000 to 33,000 per sq m. Driven
by the exuberant demand of
individual and corporate investors,
sales price of offices in Shanghai
continued to rise. The sales price of
offices in Shanghai rose 5.2% quarter
-on-quarter to RMB52,500 per sq min
the first quarter of 2013.

The investment market was buoyant
in the first quarter, recording several
en-bloc transactions in both primary
market and equity market with a total
value exceeding RMB?7 billion. Real
estate investment funds maintained
active interest in en-bloc investments
while some financial institutions
continued to purchase a high volume
of office space for self-use. At the
end of March, a 20-storey building of
the Pujiang Prime with a total GFA of
20,510 sgq m, was sold en-bloc for an
unit price of RMB63,380 per sq m. In
addition, MGPA announced in March
that its Asia Fund III acquired J-Tower,
a 12-storey office building (office
space:L3-L12) in Anting, Jiading
District, for RMB263 million. Next to
Anting Station of Metro Line 11, the
building has a total GFA of about
15,233 sq m and represents a
component of mixed-use Life
Hub@Anting developed by
Chongbang Group. Furthermore, ARA
Asset Management acquired
Ascendas Ocean Tower in Huangpu
District for RMB1.925 billion. Located
next to the Bund, Ascendas Ocean
Tower has 25 storeys with a total GFA
of 50,000 sq m.
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Selected office leasing transactions, Q1 2013

District Building Floor Area (sq m) (RMB/i:n;/day)
Jing’an Plaza 66 Phase I Mid zone 430 13.0
Jing'an United Plaza High zone 1,600 8.0
Huangpu Ciro's Plaza Low zone 1,200 7.5
Huangpu Central Plaza Mid zone 500 10.0
Changning L'Avenue High zone 3,400 9.0

Source: Knight Frank Research

Selected office sales transactions, Q1 2013

Price
District Building Floor Area (sq m)
(RMB/sq m)
Shanghai International
Hongkou Shipping Service Centre En bloc 19,779 87,700

(West Site) Project 6 Building

Xuhui Greenland Centre 18/F 276.3 57,185
Xuhui Magnolia Plaza 9/F 137.6 56,689
Pudong Oriental Financial Plaza 4/F 2,439 56,498
Huangpu Pujiang Prime En bloc 20,510 63,380

Source:  Knight Frank Research / Shanghai Real Estate Trading Centre
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Director, Head of Research & Consultancy

Shanghai
+86 21 6032 1728
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Benny Yang

National Director, Head of Commercial
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General enquiries

East & Central China
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Managing Director
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graham.zink@cn.knightfrank.com
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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.

Our worldwide research reports are also
available at KnightFrank.com.
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