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SUMMARY
Shanghai’s office market is defying expectations, with steady take-up keeping vacancy 
rates in check and sizeable rental increments in Pudong markets resulting in rising city-
wide rents for the first time in three quarters.

 Two new projects were launched 
in Q2/2014, bringing quarterly supply 
to 106,000 sq m and stock to 5.4 
million sq m.

 Net take-up totalled 88,500 sq m 
in Q2/2014, largely due to stronger 
demand in Shanghai Arch and 
Corporate Avenue 5.

 City-wide vacancy rates 
increased by 0.2 of a percentage 
point (ppt) quarter-on-quarter (QoQ) 
to 7.0%. 

 Average city-wide rents 
increased 1.3% to RMB8.49 per sq 
m per day, despite notable changes 
in district rates.

  Four major large-scale office 
acquisitions were concluded in the 
second quarter, representing a total 
consideration of RMB9 billion.

  Gross reversionary yields 
remained unchanged at 5.2% in 
Q2/2014.

“Pudong market remains 
extremely tight while Puxi rents 
are stable despite relatively 
high vacancy rates. Pressure 
from demand in Pudong is 
likely to ease when new supply 
starts to enter the market in 
the second half of the year.”                             
James Macdonald, Savills Research

Image: Henderson 688, Jing’an district
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Market commentary
The city-wide office market remained 
stable in the second quarter, receiving 
two new projects, adding 106,000 sq 
m to the market. During the remainder 
of the year, four more projects are 
expected to be handed over including 
LJZ Century Financial Plaza #1-3, 
adding a significant 250,000 sq m.

Net take-up reached 88,500 sq m in 
Q2/2014. The decrease in take-up 
compared with last quarter can be 
attributed to the lack of available 
space and no new projects entering 
the market to serve demand in the 
Pudong market. City-wide vacancy 
rates increased by 0.2 of a ppt to 
7.0%, with the highest vacancy 

rates recorded in prime Puxi areas, 
increasing 2.2 ppts QoQ to 12.0%. 
The gap between vacancy rates in 
Pudong and Puxi continued to widen, 
leading to a further divergence in 
rents.

GDP growth increased 7.5% in 
Q2/2014, putting the economy 
back on track for the targeted 7.5% 
annual GDP growth. Multinational 
corporations (MNCs) remain cautious 
on expansions while domestic 
financial companies are a driving force 
in take-up of premium space.

Grade A office rents increased 1.3% 
in Q2/2014 to an average of RMB8.49 
per sq m per day, a turnaround from 
the recent decline over the past three 
quarters. This could be attributed to 
both the strong growth in Pudong and 
stabilised rents in the Puxi market. 

Pudong continued to see the highest 
rental increases, up 3.4% QoQ to 
RMB8.9, a comparable growth rate 
to the same time last year. Prime 
Pudong market rents increased 2.9% 
QoQ, while non-prime Pudong rents 
continued to show the strongest 
growth, up 4.1% QoQ, the largest 
quarterly increase in past 9 years.

The Puxi market recorded a 0.1% 
increase in rents as several landlords, 
after succeeding in achieving 
relatively high occupancy rates by 
offering discounts and longer rent-

free periods, returned rental levels 
to higher pre-promotional prices. 
Prime Puxi continued to see declines, 
dropping 0.2% QoQ, while rents in 
the non-prime Puxi market increased 
0.3%, ending a three-quarter decline.

The limited amount of both available 
stock and future supply in prime 
Pudong, as well as sustained 
demand from finance and insurance 
companies, has resulted in spillover 
demand in surrounding areas. Rents 
in both prime and non-prime Pudong 
are expected to continue rising in the 
coming quarters. 

Market news
New FTZ negative list released
The Shanghai Pilot Free Trade 
Zone (SPFTZ) has announced 
the latest version of the "negative 
list", with immediate effect. The 
new announcement reduces the 
restrictions and conditions for 
overseas investment to 139, down 
from 190. Among the key changes 
are the removal of 14 restrictions 
on matters such as qualification 
requirements and maximum equity 
ratios for overseas partners, as well 
as the easing of investment controls 
in 19 areas, including manufacturing, 
real estate and maritime services.

In the financial sector, overseas 
investors are no longer barred from 
finance and trust companies or 
currency brokers.

Source: Savills Research 

GRAPH 1

Grade A office rental indices, Q2/1999–Q2/2014

Source: Savills Research 

GRAPH 2

Grade A office supply, take-up and 
vacancy rate, 2000–Q2/2014

Source: Savills Research 

GRAPH 3

Business district comparison, rent vs 
vacancy rate, Q1/2013 and Q2/2014
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In the real estate sector, overseas 
investors are allowed to invest in 
the construction and operation of 
large-scale wholesale markets for 
agriculture products. Wholly foreign-
funded projects are allowed in land 
development, which was previously 
only open to joint ventures. Overseas 
investment in real estate agencies 
was also removed from the off-limits 
category.

The FTZ has gotten off to a slow start 
but the recent round of negative list 
reductions shows that the government 
is committed to economic reform, 
and the opening of industry sectors 
benefits not only Shanghai’s FTZ but 
the city as a whole as well as the 
country.

Securities companies see new 
reforms in their favour
The State Council, China’s cabinet, 
has set nine initiatives in a new plan 
to further open the country’s capital 
market and increase competition. 
Due to falling brokerage revenues 
through heightened competition and 
less underwriting business, these 
new initiatives will help securities 
companies to transform themselves 
from traditional brokers into modern 
investment banks.

In order to create a higher level of 
freedom to innovate and diversify the 
securities market, the council has 
stated they will encourage companies 
to expand asset management, 
participate in fixed income, and 
currency and commodities markets, 
and develop derivatives and private 
products. These steps have been 
taken in order to nurture modern 
investment banking, support business 
and product innovation, and promote 
regulatory transitions. 

As Shanghai is strengthening its role 
as China’s financial centre, the reform 
is likely to benefit financial companies 
in Shanghai in terms of expanding and 
diversifying business lines. This reform 
alongside the strategic cooperation 
agreement between Xuhui district 
and Bank of China earlier this month 
aims to build a platform for innovative 
financial services through FTZ policy 
utilisation and financial innovation 
exploration. 

Source: Savills Research

TABLE 1

Selection of leasing transactions, Q2/2014

Tenant Project Location Area leased
(sq m)

Citibank Group
花旗银行集团

LJZ Financial Services 
Plaza Pudong 10,000

Ping’an Insurance
平安保险 Shanghai Arch Changning 5,000

Industrial Securities
兴业证券 Fortune Plaza Pudong 4,000

Joinway LLP
中建中汇律师事务所 100 Bund Square Huangpu 3,300

Dreamful Fund
骏福股权基金 Wheelock Square Jing’an 2,100

Source: Savills Research

TABLE 2

Selected large-scale office acquisitions, Q2/2014

Property Location Price 
(RMB million) Buyer

Greenland Centre Phase II 
绿地中心二期 Xuhui 4,403 Ping’an Trust

Ruijin Building
瑞金大厦 Huangpu 1,653 BM Holding

Poly One 56 (10/F–17/F)
保利国际中心 Pudong 1,588 Bank of Tailong 

MixC
华润万象城 Minhang 1,336 TBC

VAT reforms
According to both the Minister of 
Finance and the head of the State 
Administration of Tax (SAT), the 
undergoing reform of substituting 
current business tax with a VAT 
regime will expand its scope into 
the real estate industry. Relevant 
preliminary research and discussions 
have already taken place between the 
government and major developers 
earlier this year. It is believed that 
the reform will help to mitigate 
corporate tax burden by making the 
cost of purchasing land, materials 
and services creditable. Another 
implication could be that, assuming 
VAT is payable on commercial 
property leases, if the lessee is a 
general VAT taxpayer, he would be 
eligible to claim input VAT credits. 
However, since detailed practices 
have not been rolled out, how the 
reform will influence the industry as a 
whole is yet to be seen.

Developments in tax and regulations 
have evolved rapidly over the last 
two decades; however, an overhaul 

and reform of implementation is 
long overdue. In order to make 
sure this reform is successful, the 
implementation measures should be 
fully transparent and efficient.

Two new projects, 100 Bund Square 
in Huangpu district and Henderson 
688 in Jing’an district, were handed 
over in Q2/2014, adding 106,000 sq 
m to the market and bringing total 
stock to 5.4 million sq m. 

Quarterly net take-up totalled 88,500 
sq m, bringing year-to-date (YTD) 
take-up to 254,000 sq m. Net take-
up in Q2/2014 was lower than the 
previous quarter and demand was 
primarily focused on projects which 
had recently entered the market. 
Demand was strongest from domestic 
financial sectors, while demand 
from MNCs remained weak as many 
companies kept a tight control on 
their office rental budgets.

City-wide vacancy rates increased 
0.2 of a ppt QoQ to 7.0%. Only two 
business districts saw an increase 
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TABLE 3

First-hand strata-title building activity, Q2/2014

Project District
Transacted 

GFA 
(sq m)

Average price
 (RMB per 

sq m)

Average price
 (RMB per sq m)

Poly One56
保利国际中心 Pudong 25,525 91,173

Large-scale 
transactions 

included

Greenland Centre Phase II
绿地中心二期 Xuhui 3,237 59,383

En-bloc acquisition 
excluded

Huijing International Plaza
汇京国际广场 Changning 1,643 58,112 -

Greenland North Bund Business 
Center
绿地浦创商务大厦

Hongkou 3,327 53,690 -

Greenland Hui Chuang Business 
Plaza
绿地汇创商务广场

Xuhui 5,816 52,733 -

in vacancy rates, namely Nanjing 
Road (W) and Old Huangpu to 16.2% 
and 11.5% respectively, due to the 
addition of new projects.

The Pudong market remains tight with 
vacancy rates in both ‘Little’ Lujiazui 
and Pudong Others districts at their 
lowest levels since 2007. Due to the 
very limited vacant space on the 
market, net take-up in ‘Little’ Lujiazui 
was only 6,900 sq m in Q2, pushing 
rents up 2.9% QoQ. Pudong Others, 
benefiting from spillover demand from 
‘Little’ Lujiazui, showed the strongest 
rental growth among all submarkets, 
up 4.1% QoQ.

All submarkets in the Puxi area had 
stable performances in terms of rents. 
Huaihai Road (M) and Changning saw 
a significant drop in vacancy rates 
of 4.5 and 3.6 ppts respectively. This 
can be attributed to the absorption of 
recently launched projects. Xujiahui 
is the steadiest market among all the 
business districts given limited new 
supply and stable demand. Despite 
an increase in vacancy rates due to 
new supply, Nanjing Road (W) and 
Old Huangpu did not see a significant 
change in rents.

Investment market
The Shanghai office investment market 
saw another active quarter. There were 
four large-scale office acquisitions 
concluded in Q2, representing a total 
consideration of RMB9 billion. Capital 
values remained stable as rents and 
yields (at just above 5% on a gross 
reversionary basis) levelled off.

International investors remained quiet 
in the office investment market as 
they were unable to find deals they 
considered would provide stable 
performances, due to increased 
currency risk, low yields and weaker 
market fundamentals. On the other 
hand, domestic investors, the main 
drivers in the market, were more 
willing to invest as they were able 
to acquire lower financing options. 
Many investors are turning to business 
and logistics parks, which see higher 
yields.

The largest deal in the second quarter 
was concluded in May by Ping’an 
Trust, which purchased Greenland 
Centre Phase 2 in Xuhui district for 

RMB4.4 billion for self-use. Ruijin 
Building in Huangpu district was 
purchased by BM Holding, an 
international trade and shipping 
logistics company, for RMB1.6 billion 
as an offshore equity.  The project was 
purchased with the expectation of 
continuing the current leasing activity.

A total of three buildings in MixC, 
totalling 60,800 sq m, were sold 
through two separate transactions for a 
total consideration of RMB1.74 billion. 
The buyer is yet to be confirmed.

The strata-title market was more 
active compared with last quarter, 
with transacted volumes (347,700 sq 
m) double that of Q1/2014. Self-use 
demand continues to drive the market 
forward. Most of the space is taken up 
by domestic financial companies, and 
small and medium enterprises. Due 
to extremely tight office supply in the 
Pudong market, especially Lujiazui, 
Poly One 56, one of only a few strata-
title projects in Pudong core area, has 
seen strong demand and recorded the 
highest average prices this quarter. 

Given the low yields and difficulty 
in obtaining financing, strata-title 
purchases will tend to be exclusively 
by cash-rich investors looking to 
generate returns through capital value 
appreciation or end users looking to 
secure suitable premises for long-term 
use and to negate future cost rises 
from rental increases.

Market outlook
Three new projects are expected to 
be delivered into the core market in 
the remainder of 2014, representing 
total new supply of around 362,500 
sq m. During the third quarter of this 
year 227,500 sq m is expected to be 
handed over, likely increasing city-wide 
vacancy rates in the short term.

One of the most notable projects 
expected to be completed this year 
is the second phase of LJZ Century 
Financial Plaza. Developed by Lujiazui 
Finance & Trade Zone Development Co 
Ltd, the project is located in Zhuyuan. 
Two towers of the project have already 
been completed at the end of last 
year and the remaining three buildings 
will enter the market in two separate 
quarters. Due to its high specifications 
and the scale of the project it should 
prove popular in the market and should 
help to satisfy the demand for Pudong 
office space.

In addition to the new supply in core 
areas, 680,000 sq m is expected to 
enter decentralised areas, all within 
the Puxi market, mostly in Minhang 
district.

With regards to the investment market, 
yields are expected to slow going 
forwards as high financing costs 
and slower growth influence investor 
decisions. Reasonable levels of activity 
are likely to be seen from domestic 
buyers, acquiring for longer term holds 
and wealth preservation. 
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Future project
LJZ Century Financial Plaza #1, 2 and 3 

Developed by Lujiazui Finance & Trade 
Zone Development Co, Ltd, LJZ Century 
Financial Plaza is located at 799 Yanggao 
Road in Zhuyuan. The project is about a 
ten-minute walk to Lancun Road Station 
(Metro lines 4 and 6) and a 35-minute 
drive to both Pudong International 
Airport and Hongqiao Airport in off-peak 
hours.

LJZ Century Financial Plaza consists 
of five office buildings and one smaller 
retail building. Buildings 5 and 6 were 
already handed over at the end of 2013. 
Buildings 2 and 3 are expected to be 
completed in Q3/2014 and building 1 in 
Q4/2014, for a combined office GFA of 
250,000 sq m. The smaller towers, 2 and 
3, have 28 floors and a typical floorplate 
of about 2,700 sq m, as well as 150 mm 
raised floors and clear ceiling heights of 
3.1 m. Buildings 2 and 3 also have ten 
passenger lifts while the whole project 
possesses 1,394 car parking spaces. 

Asking rents start from RMB7.0 per sq m 
per day (US$33.67 per sq m per month). 
The project is managed by Lujiazui 
Properties with management fees of 
RMB32.0 per sq m per month (US$5.13 
per sq m per month).

Location 799 Yanggao Road 

Developer
Shanghai Lujiazui Finance & 
Trade Zone Development Co, 

Ltd

Handover date Q3/2014 (#2 and #3); Q4/2014 
(#1)

Office GFA Total: 250,000 sq m: 110,000 sq 
m (#1); 70,000 sq m (#2 and #3) 

No. of storeys 41 (#1); 28 (#2 and #3)

Typical floorplate 2,700 sq m

Whole-floor 
efficiency 70%

Net ceiling height 3.1 m

Raised floor 150 mm

Passenger lifts 14 (#1) and 10 (#2 and #3)

Car parking 1,394 (for the whole project)

Starting asking 
rent RMB7.0 per sq m per day

Management fee RMB32.0 per sq m per month

TABLE 4

LJZ Century Financial Plaza #1, 2 and 3 

Source: Savills Research
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