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HIGHLIGHTS

Shanghai’s economic growth
remained stable amidst weak
performance of the global economy.
In the first three quarters Shanghai’s
GDP increased 7.4% year on year to
RMB1,437.4 billion. Shanghai’s
position as an international trade
centre continued to improve as nearly
60 multinationals set up Asia-Pacific
or Asia headquarters in Shanghai.
Meanwhile, Shanghai’s government
announced incentive policies that
will encourage multinationals to set
up regional headquarters or R&D
centres in the city.

In the third quarter, three Grade-A
offices in the CBD area were
completed, adding 220,000 sq m of
office space to the stock. Benefiting
from the expansion of multinational
and local companies, demand for
Shanghai Grade-A offices remained
strong. In the third quarter, the
average vacancy rate of Grade-A
offices dropped by 0.3 percentage
point to 5.1%.

Shanghai’s Grade-A office rents
continued to increase at a slower
pace due to a weak global economy.
The average rent for Grade-A offices
in Shanghai reached RMB9.25 per sq
m per day, an increase of 0.2%
quarter on quarter, 2.0 percentage
points lower than that in the previous
quarter.

In the third quarter the primary office
sales market witnessed 175,000 sg m
of transacted area, an increase of
89% quarter on quarter. In the same
period, Grade-A office sales prices
increased 3.2% quarter on quarter to
RMB51,569 per sq m. The market also
recorded some whole-floor
transactions, one involving
Blackstone which spent RMB1.823
billion on acquiring 25 floors in the
low zone of Huamin Emperor Tower

with an unit price of RMB47,500 per
sqm.

Outlook

China and Shanghai’s economic
outlooks are expected to remain
positive, which will translate into
strong demand for Shanghai’s
Grade-A offices.

In the coming 12 months the supply
of Grade-A offices will be limited in
Shanghai’s CBD area and major
supply will remain scattered in
non-CBD areas, such as the Hongkou
Sichuan North Road area and the
Zhabei Daning area.

Though the growth slowed in
Shanghai’s Grade-A office market, we
expect the annual rental growth rate
to reach 6.0% in 2012. In the coming
six months Grade-A office supply will
remain limited and the rental trend
will remain upward. However, in the
coming 12 months, with expected
slow economic recovery in Europe
and the US as well as increased
office supply in the second half of
2013, Grade-A office rents will face
downward pressure.

Shanghai’s Grade-A office
rents continued to
increase at a slower pace
due to weak global
economic conditions.
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Shanghai’s position as an
international trade and
financial centre continues
to solidify. As of the third
quarter, in total Shanghai
was host to 60 Asia-Pacific
or Asia headquarters, 393
regional headquarters and
349 foreign R&D centres for
multi-national companies.

MACROECONOMIC

INDICATORS

Shanghai’s economic growth
remained smooth despite a slower
global economy. In the first three
quarters Shanghai’s GDP reached
RMB1,437.4 billion, an increase of
7.4% year on year, 0.2 percentage
point higher quarter on quarter. GDP
from the service industry maintained a
growth of 10.9% year on year in the
first three quarters. The growth pace of
real estate investment dropped
slightly to RMB168.5 billion, an
increase of 8.4% year on year, 3.2
percentage points higherthan that of
fixed asset investment. Notably, in the
first three quarters this year the fixed
asset investment for the financial
industry as well as the information
transmission and software industry
achieved a higher growth pace of
182.7% and 50.1% year on year
respectively.

Shanghai’s position as an
international trade and financial
centre continued to solidify. As of the
third quarter, Shanghai was host to 60
Asia-Pacific or Asia headquarters, 393
regional headquarters and 349 foreign
R&D centres for multi-national
corporations . Driven by this
concentration of headquarters,
contracted Foreign Direct Investment
(FDI) reached USD17.5 billion and
utilised FDI reached USD12.3 billion,
increases of 13.3% and 22.1% year on
year respectively. Meanwhile,
Shanghai’s government announced
revised rules that encourage
multi-national corporations to set up
their regional headquarters or R&D
centres in the city, including
improvement of the investment
environment and a cash incentive of
RMB8.0 million to multi-national
corporations that set up Asia or higher
level headquarters.

Economic indicators, 2012 Q1-Q3

Economic indicator Figure YoY change (%)
Shanghai Gross Domestic Product (GDP) RMB1,437.4 billion 7.4%
Fixed asset investment RMB337.9 billion 5.2%
Real estate investment RMB168.5 billion 8.4%
Utilised Foreign Direct Investment (FDI) US$12.27 billion 22.1%

Consumer Price Index (CPI)

103.1 (same period of previous year = 100)

Source: Knight Frank Research / Shanghai Statistics Bureau
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In the third quarter
Shanghai’s commercial
land market continued to
recover with a total of 26
plots transacted. The total
transacted area and
transacted value reached
580,000 sg m and RMB10.1
billion respectively, nearly
double of those in the
previous quarter.

LAND MARKET

Shanghai commercial land transaction volume and value (2010 Q1-2012 Q3)
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Source: Knight Frank Research / Shanghai Land and Resources Bureau

In the third quarter Shanghai’s
commercial land market continued to
recover with a total of 26 plots
transacted. The total transacted area
and transacted value reached 580,000
sq m and RMB10.1 billion respectively,
nearly double of those in the previous
quarter. The markets in Pudong
Lujiazui, Changning District and the
Honggiao CBD area were active,
promoting the average
accommodation value of commercial
land to RMB7,160 per sq m, an
increase of 6.0% quarter on quarter.

Honggiao CBD core area phase | Plot
7-2 site was sold for an
accommodation value of RMB11,100
per sq m. Covering a land area of
15,461 sq m, this site could be
developed into a hotel with a total
gross floor area (GFA) of 57,360 sq m.
With this, all land in the Honggiao CBD
core area phase | had now been sold.
We’re going to see approximately

1.0 million sq m of office space added
to the Honggiao CBD core area phase |
from 2013 to 2015. In August, Sincere
Group from Chongging spent RMB
1.306 billion acquiring Honggiao CBD
core area phase Il northern sector No.
12 plot. With a total GFA of 123,000 sq
m, the accommodation value of this
site reached RMB10,632 per sq m.
Sincere Group also acquired Zhabei
474 )iefang No. 1 plot for a total value
of RMB1.26 billion or an
accommodation value of RMB7,500
persq m.

A number of enterprises outside the
real estate industry became
commercial land owners this quarter.
In August, Shanghai Wind Information
Co., afinancial data supplier and
information service company,
acquired a commercial plot in the
Lujiazui riverfront area for a total
consideration of RMB800 million.
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Benefiting from steady
economic growth,
multi-nationals,
international retail brands
and domestic enterprises
all continued to expand
their businesses in China
and Shanghai maintaining
positive momentum in
Shanghai’s Grade-A office.

SUPPLY AND DEMAND

In the third quarter, three Grade-A
office buildings located in the CBD
area were completed, namely Gubei
IFC Il, Oriental Financial Plaza and
Lujiazui Financial Service Plaza,
adding approximately 220,000 sq m
of Grade-A office space to the stock.
Located at Honggiao Economic and
Technological Development Zone
(HQETDZ), Gubei IFC Il had a total
office GFA of 70,800 sq m and the
standard floor area was 2,800 sq m.
With an asking rent of RMB8.5-9.5 per
sq m per day, Gubei IFC Il is one of the
most expensive Grade-A office
buildings in HQETDZ. Oriental
Financial Plaza and Lujiazui Financial
Service Plaza are both located along
Dongfang Road. Close to the Century
Avenue Station of Metro Line 2 and
composed of two Grade-A office
buildings, Oriental Financial Plaza has
a total office area of 79,000 sq m and
the standard floor area was 2,400 sq
m. Located at the junction of Dongfang
Road and Eshan Road, Lujiazui
Financial Service Plaza has 20 floors
above ground and 2 basement floors.
With a total office GFA of 70,000 sq m,
its net ceiling height reaches 3.4 m.

Benefiting from steady economic
growth, multi-nationals, international
retail brands and domestic
enterprises all continued to expand
their businesses in China and
Shanghai maintaining positive
momentum in Shanghai’s Grade-A
office market. Dreamworks rented
6,000 sq m of space in Greenland
Centre in Xuhui District, while the
newly completed Gubei IFC Il leased
2,200 sq m to Elsker. P&G rented
4,300 sq m of office space in Taiping
Financial Plaza in Little Lujiazui.
Some multi-national firms continued
to move to non-CBD areas from CBD
areas for cost saving upgrading of
premise and consolidation of offices.
An example of such is Agilent
Technologies who moved from
Raffles City to CITIC Plaza Shenhong,
Hongkou District, leasing 8,000 sqm
of office space in total. In the third
quarter, the average vacancy rate of
Grade-A offices dropped by 0.3
percentage point to 5.1%.
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In non-CBD areas, rents for
Grade-A offices
experienced faster growth
than those in CBD areas.
In the third quarter, the
average rentin non-CBD
areas increased 7.8% year
on year to RMB6.25 per sq
m per day, 2.2 percentage
points higher than the
average growth in
Shanghai.

RENT

Shanghai Grade-A office rent index (2003 Q1= 100)
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In the third quarter Shanghai’s Grade-A
office rents continued to increase. Due to
the weak global economy, the pace of
rental growth slowed. The average rent
increased 0.2% to RMB9.25 per sq m per
day, 2.0 percentage points lower than
the previous quarter. In Nanjing West
Road area, premium Grade-A office
buildings’ average rent increased 2.6%
quarter on quarter to RMB12.34 per sq m
per day.

Q1|Q2|Q3|QA‘Q1|02IQ3|QA‘Q1|Q2|03|QA‘Q1|Q2IQ3|QA‘Q1|Q2|Q3|Q
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In non-CBD areas rents for Grade-A
offices experienced faster growth than
those in CBD areas. In the third
quarter, the average rent in non-CBD
areas increased 7.8% year on year to
RMB6.25 per sq m per day, 2.2
percentage points higher than the
average growth in Shanghai. Notably,
the annual rental growth reached over
10% in Putuo and Zhabei Districts.

Prime office market indicators, Q3 2012

Submarket Rent Rent % change Vacancy pe\r,:::::ger::nt
(RMB/sq m/day) (QoQ Rate change(QoQ)
Huangpu 9.13 11.2% 5.3% 10.6
Jing’an 12.34 12.6% 3.0% 124
Pudong 9.66 15.7% 4.4% 11.0
Xuhui 9.52 13.3% 2.7% 10.4
Changning 7.40 1 0.1% 4.7% 12.0
Source: Knight Frank Research
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In the third quarter the total
Grade-A office transacted
volume surged to 175,000
sg m, anincrease of 89%
quarter on quarter, and the
sales prices for Grade-A
offices increased a further

3.2% quarter on quarter to
RMB51,569 per sq m.

SALES AND INVESTMENT

In the third quarter the total
transacted volume of Grade-A offices
surged to 175,000 sq m, an increase of
89% quarter on quarter. Sales of
SOHO offices and apartment-offices
previously used for residential use
were a large part of the reason for the
increase. The market witnessed a
number of such transactions,
including Four Season Residence in
21st Century Plaza and OCT Group
Suhe Creek Project, which sold five
320-sg-m units and four 160-sq-m
units respectively. In the third quarter,
the sales prices for Grade-A offices
increased further by 3.2% quarter on
quarter to RMB51,569 per sq m.

There were a number of whole-floor
transactions in the investment market
in the third quarter. In September,
Blackstone acquired 25 floors in the
low zone of Huamin Emperor Tower.
Covering a total GFA of 47,500 sq m,
the floors cost Blackstone RMB1.823
billion. Oriental Financial Plaza sold
five floors in the third quarter, with the
total transacted area reaching 11,883
sg m for a unit price of RMB57,174 per
sg m. In addition, Changhai Plaza was
sold en bloc in the third quarter for a
value of RMB565 million. Located at
the junction of Jiangning Road and
Changhua Road in Putuo District,
Changhai Plaza has 24 floors,
including the retail podium on the 1st
to 5th floor and office space on
remaining floors. With a total GFA of
25,300 sg m, the unit price was
RMB22,348 per sqm.
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Selected office leasing transactions, Q3 2012

District Building Floor Area (sq m) (RMBf::;l/day)
Pudong IFC Two High Zone 2,400 14.5
Pudong SWFC High Zone 1,000 9.0
Xuhui The Centre Low Zone 2,200 8.3
Changning Gubei IFC Phase 2 Mid Zone 1,700 6.8
Changning Yes Plaza Mid Zone 1,100 6.5
Xuhui Greenland Centre High Zone 6,000 5.1
Source: Knight Frank Research

Selected Office Sales Transactions, Q3 2012

District Building Floor Area (sq m) Price
(RMB/sq m)

Hongkou CITIC Plaza 41/F 679.33 68,190
Yangpu Hudong Financial International Plaza 4/F 756.17 63,676
Xuhui Greenland Centre 16/F 228.14 61,256
Xuhui The Hysun 16/F 91.34 59,166
Pudong Oriental Financial Plaza 10-14/F 11,883 57,174
Source: Knight Frank Research / Shanghai Real Estate Trading Centre
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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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