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SUMMARY
A handful of international investors seek defensive core assets in addition to the traditional 
add-value opportunities, marking a divergence from previous strategies.

 Eight key deals were concluded 
in Q3/2015, for a total consideration 
of RMB16 billion, up 59% quarter-on-
quarter (QoQ), with a shift into core 
asset acquisitions by international 
investors.

  Gross reversionary yields for 
Grade A office projects by international 
investors compressed 20 basis points 
(bps) to 5.9%, due to an influx of 
capital into the real estate market.

 Gross reversionary yields for retail 
projects remained unchanged at 6.5%.

 Ten land plots with 
accommodation values (AVs) 
exceeding RMB20,000 per sq m were 
transacted in Q3/2015, recording an 
average premium of 49.5% over the 
reserve price. Both total consideration 
and AV reached new highs in 2015.

  The People’s Bank of China 
announced the fifth interest rate 
cuts since November 2014, while 
restrictions on both foreign institutions 
and individuals investing in the Chinese 
market have been rolled back.

“Acquisitions of core assets 
reached RMB9.5 billion in 
Q3/2015, accounting for 60% of 
total transactions.” James Macdonald, 
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Market commentary
Shanghai’s investment market 
continued to pick up in deal flow in 
the third quarter, with eight key deals 
concluded for a total consideration 
of RMB16 billion, up 59% QoQ. 
Investors, and international institutions 
in particular, increased acquisitions of 
income-generating assets, with two 
core assets, Corporate Avenue 1 & 2 
and Platinum Tower, sold in Q3/2015 
– accounting for 60% of the total 
transaction value.

Office transactions, totalling RMB14.5 
billion, continued to dominate the 
market – accounting for 91% of total 
consideration. Serviced apartment 
transactions also remained active in 
the third quarter, with two serviced 
apartments sold to domestic buyers 
and others rumoured to be under 
advanced negotiations. Due to tight 
land supply and high premiums, 
developers and investors are seeking 
opportunities to acquire and redevelop 
older developments, potentially 
disposing of them on the strata-title 
market at a later date. Nevertheless, 
older developments may be exposed 
to significant land value-add tax 
exposure upon asset disposal 
should the project book value still be 
significantly below the market value. 

The red-hot land market continued in 
the third quarter, with ten land plots 
sold at AVs in excess of RMB20,000 
per sq m. Financial Street Holdings 
acquired a development opportunity 
near the Shanghai Railway Station in 
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Grade A Office Prime shopping mall Prime retail street 
store

High-end serviced 
apartments

High-end strata 
apartments 5 star hotel

Gross reversionary 4.5-6.5% 6.0-7.0% 4.0-5.0% 4.0-5.0% 2.5-3.0% 6.5-8.0%

NOI 3.5-5.0% 4.0-4.5% 3.0-3.5% 2.2-2.8% 2.0-2.5% 1.5-2.0%

Approx. values
(RMB per sq m) 50-90,000 60-100,000 150–250,000 55-70,000 100-200,000 40-50,000

Source: Savills Research    
 1Yields refer to stabilised assets in downtown locations free of any impediments and with a clean holding structure owning 100% of the building, assuming 100% occupancy. Capital values refer to the 
average for the building on a GFA basis – retail assets will have higher CV for lower floors.

GRAPH 1

Shanghai large scale real estate acquisitions, 
Q1/2011 – Q3/2015

GRAPH 2

Office gross yields, Q1/2000 – Q3/2015

TABLE 1

Yields and capital values by sector1 , Q3/2015
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the Zhabei district for RMB8.8 billion, 
the largest consideration recorded so 
far this year. Yango Group acquired 
a residential land plot in Pingliang 
in the Yangpu district for an AV of 
RMB49,236 per sq m. The record 
auction prices are pushing developers 
to seek opportunities to acquire 
development sites via equity transfers 
or to redevelop older buildings.

The central government released 
several policies to stimulate the 
economy and property markets in 
recent months, including but not 

Source: Savills Research
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limited to:
1) Rolling back certain foreign 
investment restrictions on institutions 
and individuals

2) Further reductions in interest rates

3) Encouraging commercial banks to 
lower down payment requirements to 
25% in cities without home purchase 
restrictions

4) Allowing commercial banks to 
use loan assets as collateral to boost 
lending

As a result of these simulative policies, 
there has been a marked pick-up in 
capital flowing into the real estate 
market. 

Office Sector
Bund SOHO, Xinmei Union Square 
and Oriental One #3 were launched 
onto the core office market in Q3/2015, 
bringing 125,000 sq m of supply to the 
market and pushing total stock to over 
six million sq m. 

Net take-up in core areas totalled 
122,000 sq m, with 70% of all 
transactions in non-prime areas. 
Vacancy rates in core areas decreased 
to 7.1%, due to absorption of existing 
buildings handed over this year. ‘Little’ 
Lujiazui and Xujiahui continue to be 
the tightest markets due to limited 
available stock, with vacancy rates at 
just 1.1% and 1.4%.

Core rents increased by 0.3% to an 
average of RMB8.65 per sq m per 
day, as Puxi rents remained stable 
and Pudong rents increased 0.7%. 
Non-prime Pudong continues to record 
the strongest year-to-date (YTD) rental 
growth at 1.2%, due to the spill over 
demand from Lujiazui and growth in 
the financial sector.

Gross office yields compressed 20 bps 
to 5.9%, due to an influx of capital into 
the real estate market.

The 280,000 sq m Shanghai Tower 
is expected to be handed over in 
Q4/2015. Although the project has 
already reached pre-commitment 
levels of roughly 50%, the project 
is still expected to curb future 
rental growth in the ‘Little’ Lujiazui 
area. Decentralised areas are also 
anticipated to see a significant influx of 
new supply, with close to one million 
sq m of sales and leasable supply 
expected to enter the market in the 
final quarter of 2015. This rush of 
supply is then expected to be followed 
by over one million sq m of new supply 
per annum for the next two years.

Source: Savills Research
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GRAPH 3

Retail yields, Q1/2000 – Q3/2015

GRAPH 4

Land transaction spaces and AVs, 2008 – Q3/15



04  

Briefing | Shanghai investment November 2015

Project American Homes Tower 1&2, Corporate Avenue Tower 5, Guoson Centre Hongjia Tower

Location Changning Huangpu Putuo Pudong

Date Jul, 2015 Jul, 2015 Jul, 2015 Aug, 2015

Property type Serviced apartment Office Office Office

Transacted price (RMB mil) 540 6,600 832.5 2,627

Above-ground GFA (sq m) 15,787 83,155 33,300 46,026

Vendor Angelo Gordon Shui On Land GuocoLand China Carlyle & CLSA

Purchaser Landsea Link REIT Future Holdings Yuexiu REIT

Chuang Yi Tower Crystal Galleria Platinum Tower Lanson Place – Jinlin Tiandi

Location Pudong Jing An Huangpu Huangpu

Date Sep, 2015 Sep, 2015 Sep, 2015 Sep, 2015

Property type Office Office Office Serviced apartment

Transacted price (RMB mil) 801 820 2,853 920

Above-ground GFA (sq m) 25,146 13,580 33,970 19,910

Vendor Shanghai Electronic Phoenix Property Investors CSI & China Estates Morgan Stanley

Purchaser Van Shung Chong Shanghai Qihao Investment ARA Zhongrong

Retail sector
Two shopping malls – The Place (Ph3) 
in Gubei-Hongqiao and The Hub in the 
Hongqiao Transportation Hub – held 
their soft openings in the third quarter, 
adding a total of 155,600 sq m of retail 
space onto the market.

First-floor shopping mall rents in prime 
retail areas increased 0.1% to an 

average of RMB46.1 per sq m per day, 
while non-prime areas decreased 0.1% 
to RMB16.6 per sq m per day.

Overall vacancy rates in prime areas 
increased 0.2 of a percentage point 
(ppt) to 5.5%. Healthy absorption of 
new projects along Nanjing (W) Road 
and in Gubei-Hongqiao pushed down 
vacancy rates in these two areas.

The market is expected to remain 
challenging for the foreseeable future. 
While rents are forecast to remain 
flat overall, individual projects are 
expected to see markedly different 
performances depending upon 
location, management and positioning, 
even more so than before. Gross 
reversionary yields for retail projects 
remained unchanged at 6.5%, largely 

Source: Savills Research                                                                                                                                                                   

TABLE 2

Key investment deals, Q2/2015
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Plot District Use
GFA

(sq m)
Consideration
(RMB million)

AV
(RMB per sq m)

Buyer

Pingliang 02c1-12 Yangpu Residential 35,137 1,730 49,236 Yango Group

Xinhua b1-06 Changning Retail 2,984 122 40,879 Dalian Fuwan

Huamu 04-15 Pudong Retail 10,052 326 32,448 Lujiazui Group

Dachang b3-03 Baoshan Residential 120,500 3,465 28,755
Binjiang JV Ping’an Real 

Estate

Railway station north 
square

Zhabei Mixed-use 326,211 8,815 27,022 Financial Street Holdings

Huayang j1-8 Changning Commercial 66,062 1,622 24,553 New Changning JV Jiuhua

Dachang 08-02 Baoshan Mixed-use 183,745 4,100 22,314 Poly Group

Zhaoxiang h3-02,h3-05 Qingpu Residential 118,253 2,616 22,122
Shanghai Construction Group 

JV CIFI

Xuhui Riverside 188s-h-2 Xuhui Commercial 186,218 3,872 20,793 Henderson Land

Zhenru b3-01a Putuo Mixed-use 80,711 1,667 20,654
SCE Property JV Shanghai 

United Media Group

as a result of subdued rental growth 
and fierce leasing competition.

En-bloc investment 
market
Eight key deals were concluded in 
Q3/2015, for a total consideration 
of RMB16 billion, up 59% QoQ. 
Investors remained active in the 
third quarter, given the looser 
credit environment and improved 
sentiment in the residential market. 
Meanwhile, international investors are 
increasingly interested in acquiring 
core assets aside from seeking 
the more traditional add-value 
opportunities. Acquisitions of core 
assets reached a total of RMB9.5 
billion, accounting for 60% of total 
transactions.

- Landsea acquired American 
Homes, a 75-unit serviced apartment 
in Gubei, Changning district, for 
RMB540 million from Angelo Gordon. 
This is the first time Landsea has 
acquired an older development for 
renovation.

- Link REIT bought Corporate Avenue 
1 & 2, premium office buildings in 

Xintiandi in the Huangpu district, for 
RMB6.6 billion. This is the landmark 
deal of the third quarter and the first 
core asset traded so far this year.

- Future Holdings, a Chinese 
developer, acquired Tower 5, Guoson 
Centre for RMB833 million. This is 
Future Holdings’ second purchase 
within Guoson Centre after acquiring 
Tower 6 last December.

- Yuexiu REIT, a connected party 
of the developer Yuexiu Group, 
purchased Hongjia Tower for RMB2.6 
billion. This is Yuexiu REIT’s first 
acquisition apart from managing 
Yuexiu Group’s commercial 
properties. It also means expansion 
beyond Guangzhou and the 
development of a more diversified 
property portfolio.

- Van Shung Chong acquired 
Chuangyi Tower for RMB801 million. 
This 12-storey office building was 
completed in 2014 and has a total 
GFA of 33,190 sq m. The estimated 
unit price for the office component 
was nearly RMB31,000 per sq m.

- Shanghai Qihao Investment (上海
祺浩投资合伙企业) acquired Crystal 
Galleria from Phoenix Property 
Investors for RMB820 million. The 
development is a newly-completed 
premium office building in the 
Nanjing (W) Road business district.

- ARA bought Platinum Tower from 
CSI JV China Estates for RMB2.85 
billion. This is the second core asset 
acquisition concluded in 2015. CSI 
and China Estates acquired this 
office building from SEB, a Germany 
fund, for RMB1.85 billion in 2010.

- Zhongrong, a domestic investor, 
acquired Lanson Place – Jinlin Tiandi 
for RMB920 million. This serviced 
apartment is located in Xintiandi

Land market
Total land sales consideration 
increased by 11.8% in Q3/2015 to 
RMB35.5 billion, with commodity 
residential  and commercial 
sectors accounting for 64% and 
34%, respectively. AVs of both 
commercial and residential land plots 
averaged RMB16,710 per sq m and 
RMB20,291 per sq m, respectively. 

TABLE 3

Key land deals, Q3/2015
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Land supply continued to shrink 
in the third quarter, with the total 
transaction volume (buildable GFA) 
in the first nine months of 2015 
amounting to 2.75 million sq m, down 
44.2% compared with same period 
in 2014. This is primarily a result of 
the government’s efforts to reduce 
supply of industrial land and convert 
existing industrial land to enhanced 
uses as the city transitions away 
from being a manufacturing hub, 
focusing on the services economy 
and improving living standards 
by restricting urban sprawl. When 
stripping out industrial land usage 
the drop off has been less severe, 
but still notable, having fallen 33% 
year-on-year (YoY). The drop off in 
commercial and residential zoned 
land has been partly blamed on the 
postponement of several auctions 
as the municipal government will 
from now on require developers to 
build more small-size units in future 
residential developments.

Ten land plots with AVs exceeding 
RMB20,000 per sq m were 
transacted in Q3/2015, recording 
an average premium of 49.5% 
over the reserve price. Both total 
consideration and AV reached new 
highs in 2015.

The most expensive land plot by 
total consideration was a mixed-
use land plot close to Shanghai 
Railway Station in the Zhabei 
district, acquired by Financial 
Street Holdings for RMB8.8 billion. 
This is also the “land king” deal by 
total consideration for the YTD. It 
represents an AV of RMB27,022 per 
sq m and comprises 67,892 sq m 
of residential space and 258,319 sq 
m of commercial space. The most 
expensive plot of land in terms of 
AV was a residential land plot in 
Pingliang, Yangpu district. The land 
plot was sold to the Yango Group 
for an AV of RMB49,236 per sq m, 
comprising 35,137 sq m of residential 
space.

Land acquisition via equity transfer
As the government keep a tight 

control over the land auction market, 
developers and investors are 
increasingly seeking opportunities 
in the second-hand market and 
joint venturing with developers who 
already have rights to development 
sites. This also allows the sellers 
to cash out part of their holdings, 
reducing their risks and paying down 
some of their debt or reallocating 
capital to other areas.

- Future Holdings acquired a 50% 
equity stake in eight land plots in the 
Songjiang district from a subsidiary 
of the Ginkgo Group (深圳盈信集团) 
for a total consideration of RMB3.2 
billion in August. The eight land plots 
are primarily for residential use and 
have a total site area of 333,717 sq 
m.

- Vanke Group acquired a 50% 
interest in a Xujing mixed-use 
project (Xuying Road, Xujing) in the 
Qingpu district for RMB2.2 billion in 
September. The development has 
an above-ground GFA of 538,800 
sq m, as well as 50,000 sq m of 
underground area, comprising 
residential (252,300 sq m), retail 
(100,600 sq m) and office (86,900 sq 
m) space plus educational and other 
public facilities.

Market news
Relaxations on foreign investments
Six government ministries, including 
the Central Bank and the Commerce 
Ministry, issued a statement on 27 
August 2015, detailing the rolling 
back of restrictions put in place 
to curb foreign investment in the 
Chinese real estate sector. These 
restrictions were initially introduced 
back in 2006.

Main points covered in the 
announcement include: the 
dropping of restrictions requiring 
foreign individuals to have resided 
in China for more than one year 
before purchasing a property, as 
long as it is still for self use; and 
the lowering of registered capital 
requirements for foreign-invested 
real estate enterprises. In addition, 

foreign investors will not need to pay 
their registered capital in full before 
borrowing loans locally.

Property capital raising
Six international funds closed their 
Asia-Pacific real estate investment 
fund with China allocation, or 
announced their intentions to 
increase their China property 
portfolio in the third quarter.

- Global Logistic Properties (GLP), a 
Singapore-listed warehouse operator, 
has closed a US$7 billion fund for 
developing logistic facilities in China 
– double the size of the company’s 
previous China fund. GLP China will 
hold a 50% stake in the fund and will 
also serve as the manager.

- ARA Asset Management Limited 
has raised US$325 million in capital 
commitments for its private real 
estate funds division. The capital 
commitments were raised via a new 
separate platform. The new platform 
will be a closed-end fund with an 
initial term of 10 years, which may be 
extended. The fund has a mandate 
to invest in real estate assets across 
Asia, including Australia, Singapore, 
Hong Kong, China and Japan.

- Prameric Real Estate Investors 
have received €480 million in capital 
commitments for the first close of 
its Asia Property Fund (ASPF) III, 
exceeding the initial fundraising 
target of €400 million. ASPF III will 
invest in Asia Pacific real estate – 
including office, retail, residential and 
logistics sectors – in both mature and 
emerging markets. Target markets 
include Australia, China, Japan, 
Malaysia, Singapore, Hong Kong and 
South Korea.

- Invesco Real Estate has officially 
launched a US$500 million 
opportunistic real estate fund in Asia, 
its first vehicle for high-returning 
investments in the region after 
the 2011 acquisition of American 
International Group (AIG). The capital 
raised is expected to be invested 
in markets across Asia - including 



savills.com.cn/research  07  

November 2015Briefing | Shanghai investment

OUTLOOK

 The slowing economy 
stabilised somewhat in the third 
quarter, recording a 6.9% growth 
rate, significantly above analysts’ 
expectations. However, this still 
represents a slowdown compared 
to the second quarter. Despite 
this, and the supposed success 
in transitioning to a more services 
and consumer-driven market with 
the tertiary sector accounting 
for more than 50% of GDP, the 
government is likely to continue 
to maintain its looser monetary 
environment in the short- to mid-
term. This, combined with greater 

confidence in the economies of first- 
and leading second-tier cities, and 
their respective residential markets, 
will likely mean a continuation of the 
majority of the trends we saw in the 
third quarter. 

 International investors will 
continue to focus on prime 
commercial and logistics properties 
in first-tier and selective second-tier 
cities, with more of them seeking 
core opportunities aside or in 
addition to the previous value-added 
and opportunistic strategies.

 As the municipal government 
has delayed launches of several 
land plots, land supply will continue 
to be tight, with 2015’s total supply 
expected to be less than half of last 
year’s total – the lowest since 2008. 
This will likely lead to even higher 
property prices, as developers are 
eager to invest given the rebounded 
residential sales market and loosened 
credit environment.

Japan, Australia, South Korea and 
China.

- White Peak Real Estate, a China-
focused European real estate 
investment firm, has raised US$75 
million for the first close of its third 
private equity real estate fund, White 
Peak Real Estate Investment III 
(Fund III). Capital raised via Fund III 
will be invested in commercial and 

residential property developments in 
the northern and eastern regions in 
China, including Beijing.

- BlackRock Inc, a U.S. fund, has 
obtained a special new license that 
will allow it to raise funds in China 
directly for the first time. Meanwhile, 
it also announced that it is ready 
to increase its China real estate 
portfolio exposure as it sees good 

entry points following the weakness 
in the nation’s economy and further 
relaxations on credit policies. The 
fund plans to target mass-affluent 
shopping malls and Grade A and 
B offices in China’s first-tier, and 
selective second-tier, cities for 
investments. 
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