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Firm demand starts
to counteract rising

supply

Firm economic growth boosted demand for quality
office space in Shanghai in Q2, reflected in the
highest net absorption in ten years. Despite strong
demand, average vacancy in the CBDs rose due to
new completions. Nevertheless, rent was more or
less flat with 0.7% growth YOY or a 0.3% drop QOQ
to RMB10.3 (USD1.52). In H2, Colliers expects new
additions to boost average vacancy further and
lead to a modest rent decline by end-2017, as the
leasing market shifts to favour tenants in both the
CBDs and decentralised areas. Beyond 2018, high
availability should still affect rent growth, though
the pace of new supply should slow from 2019.

Forecast at a glance

Demand

Leasing demand is robust due to the firm
economic situation, and is starting to
counteract the impact of rising supply.

Supply

We expect a 17% increase in the CBD
total stock by end-2017, and the supply
should remain heavy in 2018.

Vacancy rate

Vacancy in the CBDs was 12.9% in Q2.
We expect vacancy to rise to about 15%
and hover there over the next two years.

Rent

We predict a moderate adjustment of the
average rent (1-2%) in 2017 due to the
foreseeable fierce competition amidst
heavy new supply. However, we expect
rent to pick up gradually from 2019 when
the pressure from new supply eases.
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Highest absorption level in ten
years though vacancy rate rises

Shanghai’s real GDP and tertiary industry (services)
grew by 6.8% and 7.5% YQY respectively in Q1 2017,
according to the Shanghai Statistics Bureau. While Q2
GDP has not yet been published for Shanghai, the fact
that China as a whole reported 6.9% real GDP growth
for Q2 (unchanged from Q1) suggests the economic
situation remained robust, supporting demand.

As a result of firm demand, a total of 261,000 sq m
(2.81 million sq ft) net absorption was recorded in
Shanghai’s CBDs in Q2, the strongest quarterly
absorption level in the past decade. This was
concentrated in new projects completed in the past
three quarters. Between Q3 2016 and Q1 2017, a
number of new projects totalling nearly 600,000 sq m
(6.4 million sq ft) were completed in Shanghai’s CBDs.
This new office space pushed up the average vacancy
rate, but also supported the leasing activity associated
with new set-ups, expansion, and upgrading or
relocations. Nevertheless, the heavy new supply
launched in Q2 led the average vacancy rate in
Shanghai’s CBDs to rise to 12.9% as of end-Q2 2017,
up from 12.4% at end-Q1 and 7.2% at end-Q2 2016.

By area, the average vacancy rate in Puxi dropped by
0.4 percentage points QOQ but increased by 5.9
percentage points YOY to 12.4%, while the same figure
in Pudong increased by 1.7 percentage points QOQ
and 5.3 percentage points YOY to 13.6%.

Demand came from various sources, including finance,
property, IT, manufacturing, consulting, law, and other
sectors. Headline leasing transactions included: finance
company Da Jin Suo’s lease of 8,000 sg m at China
Life Finance Centre in Lujiazui; WeWork’s pre-lease of
4,500 sq m at ITC phase | in Xujiahui; All Bright LLP’s
lease of 2,300 sqg m at HKRI Centre Tower 1 in Nanjing
West Road; Facebook’s lease of 2,400 sq m at Century
Link Tower 1 in Zhuyuan; Zhong Hui Jin Investment’s
renewal and expansion of 2,100 sq m at Cloud 9 Plaza
in Zhongshan Park; llluminera’s lease of 1,000 sq m at
Hongyi Plaza in the People’s Square; and training
institution HKU Space China’s renewal and expansion
of 1,296 sq m at Hang Seng Bank Tower in Lujiazui.
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Figure 1: Shanghai CBD Grade A Office
Quarterly New Supply, Net Absorption and
Vacancy Rate

Figure 2: Shanghai CBD Grade A Office
Occupied and Vacant Area by Location

B 2: EEELXFREFHRIKBAEREER

B 1. E@ROX RS FEREEFEMN. $R
MERTER

350
300 |
15%|
250
200
150 10%|
100

50
5%

-50

-100 0%
m=New Supply | {17 == Net Absorption | /&IR#4E —Vacancy Rate | ZSEse

173/’»

2,000

16 4%
14.5%
*
1,500

o, 8 0%
1,000
5%
50 I l
0%

Huangpu B3l Jing'an 8%  Lujiazui [E3%  Zhuyuant™E  Changning £5°  Xuhui #iC
= Occupied Area | ASFEIFR = Vacant Area | ZBEF  + Vacancy Rate | B%R

[=)

o

Source: Colliers International Shanghai Research
HiEskiR: BiEshERRMRE

Highest quarterly supply since
2009

The Shanghai CBD Grade A office market received six
new office buildings totalling 333,000 sq m (3.59 million
sq ft) of office GFA in Q2 2017 alone, the largest
quarterly addition since 2009. These new buildings
were situated in various sites in downtown Shanghai,
including China Life Finance Centre in Lujiazui, Century
Link Tower 2 in Zhuyuan, HKRI Centre Tower 2 in
Jing’an’s Nanjing West Road, two office towers of China
Oversea International Centre at south of Xintiandi in
Huangpu, and T20 in Xujiahui. These new projects
caused the total stock of Shanghai's CBD Grade A
office market to grow by 5.2% QOQ to 6.75 million sqg m
(72.7 million sq ft).

Rental was flat although
availability increased

The increasing vacancy rate and the new supply
scheduled in the near-term continued to place pressure
on landlords. Some landlords responded by lowering
their rental expectations in order to compete for and/or
retain tenants. However, In Q2 2017, the average rent
in Shanghai’s CBDs witnessed was flat with a 0.7%
increase on a yearly basis although a modest decline
by 0.3% QOQ to RMB10.3 (USD1.52) psm per day. By
area, the average rent in Puxi declined by 0.7% QOQ
or 0.9% YOY to RMB9.3 (USD1.37) psm per day while

Source: Colliers International Shanghai Research
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the average rent in Pudong increased by 1.9% YOY
although it edged down by 0.1% QOQ to RMB11.8
(USD1.74) psm per day.

Figure 3: Shanghai CBD Grade A Office
Average Rent and Growth Rate
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Figure 4: Shanghai CBD Grade A Office
Average Rent by Location

B 4. EEBOLXF RS PR KB E

'000 sq m | '000 FEFTH
400 20%|

350 |
300
15%)
250 |
200
150 10%|
100 |

50 |
5%

-50

=100 - 0%
m=New Supply | SIS == Net Absorption | /#IRENE —Vacancy Rate | SEZE

‘000 sq m | '000 FFH#
2,500 20%

173/»
164/6

2,000
14 5% 15%

1,500
10%

8 0%
1,000
5%
) I l
0%

Huangpu 5@ Jing'an %% Lujiazui FEZ®¥  ZhuyuantE  Changning 57  Xuhui #C

=]

o

= Qccupied Area | ABEEFR = Vacant Area | SE®EFR ¢ Vacancy Rate | E%

Source: Colliers International Shanghai Research
HEkiR: EEshERRE

It should be noted that the quarterly rental drop in
Pudong was constrained by individual projects, where
landlords raised their rental expectations despite
increasing availability. In line with the weakened overall
sentiment, landlords of many other projects in the area
were flexible in leasing term negotiations, in order to
secure favoured tenants.

Investment demand remains
strong

In spite of a quarterly slowdown in total transaction
volume in Q2, investment sentiment for Shanghai’s
office properties remained strong. Foreign funds,
domestic institutions, and RMB funds were all actively
sourcing income-producing targets. While this strong
investment demand depressed yield, office assets with
value-add and/or upside potential continued to attract
investors. In Q2, five large-scale sales transactions
totalling RMB13.3 billion (USD1.96 billion) were
disclosed, including Keppel Land China Limited, Alpha
Investment Partners Limited and a co-investor’s joint
purchase of SOHO Hongkou (including office and retail
components) in Hongkou'’s Sichuan North Road area
from SOHO China for RMB3.56 billion (or RMB51,012
psm); Zhongrong Trust's purchase of Silver Court (a
mixed-use project including office component) in
Huangpu from Mapletree for RMB3.26 billion (or
RMB56,000 psm); Capitaland’s acquisition of

Guozheng Centre in Yangpu from Baohua for RMB2.64

Source: Colliers International Shanghai Research
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billion (or RMB32,713 psm); Shanghai Five Bulls Fund
Management’s purchase of an asset portfolio (including
Zhongrong Biyulantian Tower and Zhongrong Hengrui
International Tower, both situated in Pudong) from
Zhongrong Holdings Group for RMB1.52 billion (or
RMB54,218 psm); and Binjiang Group and Zhongchong
Group’s joint acquisition of 49% share in Qinhai Garden
(a land plot planned primarily for office property) in
downtown Huangpu from SRE Group for RMB2.3 billion
(or an accommodation value of RMB17,692 psm).

Decentralised Grade A office
market: rental performance varies,
vacancy rate still rising

New submarkets emerge

Three new projects were launched during the second
quarter, including Capital Square in Zhabei’s Tianmu
Hengfeng area, Air Centre in Xuhui’s Binjiang, and The
New Bund World Trade Centre Phase | Bloc A and B in
Pudong’s Qiantan. These new projects brought a
combined GFA of 174,000 sq m (1.87 million sq ft) to
the Shanghai decentralised Grade A office market, and
pushed the total stock to increase by 5.2% QOQ to

Vacancy rate rises though demand picks up

Demand picked up in the second quarter following a
seasonal slowdown in Q1, reflected in 85,000 sq m
(0.92 million sq ft) of net absorption, up 114% QOAQ.
Demand came from but was not limited to the finance
and service companies. Nevertheless, the continued
influx of new supply led the overall vacancy rate in the
decentralised market to rise by 1.3 percentage points
QOQ to 26.2% as of the end of H1. By category, the
average vacancy rate of the established decentralised
submarkets which have proximity to the CBDs (Huamu,
Hongkou, Zhabei, and Putuo) declined by 0.7
percentage points QOQ to 20.4%.

At Shanghai Sinar Mars Centre in Hongkou, several
major new leases came from YKK (4,800 sq m), the
finance company ZRGY (2,400 sq m), and Shanghai
Wine Exchange (1,282 sq m). Other notable leasing
transactions included FMCG company KAO’s lease of
about 4,600 sg m at Capital Square in Zhabei and
Hong’an Freight’s lease of about 3,000 sq m at
Financial Street Hailun Centre in Hongkou.
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Landlords under pressure, rental performance
varies by location

The average rent in the decentralised Grade A office
market increased by 0.6% YOY, although it declined by
1.1% QOQ to RMB6.2 (USD0.91) psm per day as of
end-Q2 2017. Most landlords were flexible in leasing
term negotiations on the back of the new supply, which
constrained rental growth. In the decentralised
submarkets with proximity to the CBDs, rents in most
new projects were significantly above the average level,
but still represented a marked discount compared the
CBDs, attracting tenants from the CBDs for cost
savings. As of the end of the second quarter, the
average rent in Huamu, Hongkou, Zhabei and Putuo
increased by 1.3% QOQ or 3.7% YQY to RMB6.8
(USD1.0) psm per day.

High vacancy rate and rental
correction for the next three years

The strong tertiary industry in Shanghai should continue
to underpin strong demand for leased office space.
Meanwhile, the city’s high new supply and the
improving amenities (including metro line network)
should also stimulate demand, including upgrade
needs, for quality office properties. In H2 2017, an
additional 440,000 sq m (4.73 million sq ft) of office
GFA in the CBDs and more than 1.0 million sqm (10.76
million sq ft) of office GFA in the decentralised market
are scheduled to be completed. This additional space is
sure to push up the city’s vacancy rate despite the
ongoing absorption. Colliers expects that the average
vacancy rate in the CBDs will hover around 15% by the
end of 2017, and the high vacancy rate should persist
through 2018 given the new supply pipeline.
Meanwhile, we predict a moderate adjustment of
average rent (1-2%), for the CBD in the next two years,
since certain landlords will lower rental expectation
amidst the foreseeable fierce competition if all projects
completed in the pipeline. However, in the long term,
we forecast that rent will pick up from 2019 when the
market pressure eased from an expected slowdown for
new supply completion in CBDs and most of new
supply will be absorbed.

MR E ST, R BT R

BA 2017 555 TR, P OHES FHETS M
SRER T 1. 1%, (H[AE AT BBk 0. 6%2 AR 6. 2
g6 (0.91 EJ0) BREFIK. EFHE AR E R =
T, 2N ER T AHIR A & — e RigtE, M
Hil T A K. fESZOX AR R OTgN, £
Fop i H AL 4 REm T P8R, BB O XA W
SATH, RG] T B AR R 2 A O X AR

BAES FROR, JEAR. WO, Wb R b f-F AR 4
FRLG B3k 1. 3%E [E) b Bk 3. 7% AR 6.8 g5 (1.0 3
g6 BREFEITK.

AR =FZERXHEAHEETH

AR B =R R S SRR R S R S R 7R SR I
WK, SUbFEIRT, Z KR R LR DL R RS
Bo Bt (RIS ERRNZ%) TR K 4 B L B T+ %
TEW, WS YT R, 2017 457 F 44, O
X AR Ao B A 44 TPk (473 Ji~F R il
R —F K (1,076 P KIE R 05 F AR
R RINTT . RS bR, XUt N 1 BT 5E K 4
EAEBR. B ERTINAZ O X P A B R ALE 2017 4
RAAE 15%4 4, HETFRRAOFHAENAT LI,
S S B R B AR E 2018 4E. HULFEIRE, SArA
RERUE DN IR TBTNY: € b s ES ER FE 2 AN S
FHEIAEEME, R BT AR R P A A% 0 X 4 5K A TE
W (1-2%) o R, WKHIERE, & E R4
T 2019 £ETIT37) R B AZ O DX 35837 38 41 2N T 25 AR 2%
M&zfR, B2 H0H0H a2 BRA a7t .

6 Colliers Quarterly | 26 July 2017 | Shanghai | Office | Colliers International



Major Leasing Transactions

FEMEZH

MAJOR LEASING TRANSACTIONS Q1 2017 2017 FE_FEIEHAREXS

China Life Finance

Da Jin Suo Finance
Centre
ITC Phase | WeWork Service

All Bright
HKRI Centre T1 LLP Legal
Hongyi Plaza llluminera Consultancy

Source: Colliers International
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