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SUMMARY
The investment market started quietly in 2018 with seven key deals concluded as 
investors showed concern that the market will shift towards tenants, and financing will 
become more difficult and expensive, especially for local funds.

  Seven key deals were concluded 
for a total consideration of RMB8.6 
billion in the first quarter, around one 
half of that in Q1/2017. 

  With the difficulty in financing, 
domestic investors were less active 
this quarter with only three deals 
concluded.

 
  LaSalle Investment purchased 
Shanghai International Plaza for 
RMB2.4 billion. The asset has already 
been traded three times and achieved 
a total capital growth of 108% within 
the past seven years.

  Gross yields for Grade A office 
assets stayed stable at 4.8% in 
Q1/2018.

“With government support, the 
for-leasing market continues 
to attract capital and investors’ 
attention. The market saw 
SOE banks active in financing 
for-leasing projects.” James 
Macdonald, Savills Research
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Market commentary
The city’s investment market started 
slow in 2018, with only seven 
key deals concluded for a total 
consideration of RMB8.6 billion in the 
first quarter, around one half of that 
recorded in Q1/2017. 

The Shanghai municipal government 
is positioning the city as a global 
technology and innovation centre 
resulting in an increase in demand 
from high-tech companies as well as 
from R&D centres and back offices 
for financial companies. Business 
parks—given their comparatively low 
rent and ample options—are a key 
focus; with their lower capital value 
and increased leasing demand and 
rents, they are also receiving a lot of 
investment interest. Currently, the 
largest and most popular business 
parks include Zhangjiang, Caohejing 
and Jinqiao. In this quarter, World 
Union purchased City of Elite (金
领之都) L6 & L8 from Real Power 
Capital for RMB512 million. BOCGI 
purchased a 49% stake in Vi-Hub 
from Vanke for RMB900 million. 
In 2017, total considerations for 
business parks arrived at RMB9.8 
billion, three times that of 2016. 

The market saw continuing interest 
for hotels and retail properties for 
conversion purposes. With the 
government’s support, the for-
leasing apartment market is receiving 
growing capital and investment 
interest. Hotels with the potential 
to be converted into for-leasing 
apartments are generally located 
in areas with easy access to public 
transportations. Meanwhile, co-
working—as a supplement to 
traditional office space—is expanding 

Source: Savills Research

43

3,373

6,880

2,400

0

1

2

3

4

5

0
500

1,000
1,500
2,000
2,500
3,000
3,500
4,000
4,500
5,000
5,500
6,000
6,500
7,000
7,500

Nanhui Zhangjiang Jinqiao Yangpu

R
M

B
 m

ill
io

n

Consideration Count

and offers a range of locations and 
formats. The market currently attracts 
investors who are looking to acquire 
commercial properties located in 
CBDs with the potential to convert 
part of the property into co-working 
spaces. One example of a conversion 
project is WeWork’s location in the 
3F-6F of Xuebao Mall in Middle 
Huaihai Road.  

Sectors and deals
The first quarter saw seven key deals 
concluded for a total consideration of 
RMB8.6 billion.

Office market
Market fundamentals
One new project, One Museum 
Place (博华广场), was launched onto 
the core office market in Q1/2018, 
adding 130,000 sq m of new office 
space and bringing the core Grade 
A office stock to 8.2 million sq m. 
New supply pushed up vacancy 

Grade A Office Prime shopping 
mall

Prime retail 
street store

High-end 
serviced 

apartments

High-end strata 
apartments 5 star hotel Logistics

Gross 
reversionary 4.0-5.3% 5.5-6.5% 4.0-5.0% 4.0-5.0% 2.3-3.0% 6.5-8.0% 6.7-7.2%

NOI 3.0-4.0% 3.0-4.0% 2.0-3.5% 2.2-2.8% 2.0-2.5% 1.5-2.0% 6.0-6.5%

Approx. values 
(RMB per sq m) 50-90,000 60-100,000 150–250,000 55-70,000 100-200,000 40-50,000 6-8,000

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

rates by 0.5 of a percentage point 
(ppt) quarter-on-quarter (QoQ) to 
12.4%. Core market rents remained 
flat in Q1/2018 with rents averaging 
RMB9.0 per sq m per day, up 1.4% 
year-on-year (YoY).

No new supply was recorded in the 
decentralized market in Q1/ 2018, 
leaving the decentralized stock at 
3.5 million sq m. As demand focused 
on existing stock, vacancy rates 
in decentralised areas declined by 
0.5 of a ppt in Q1/2018 to 37.1%, 
but remained up 10.3 ppts YoY, 
while rents remained flat averaging 
RMB5.7 per sq m per day, up 3.4% 
YoY.

A total of 2.4 million sq m of Grade 
A office space (including core and 
decentralized locations) is scheduled 
to launch in the remainder of 2018. 
Vacancy rates, as a result, are 
forecasted to rise further. 

GRAPH 1

Business park transaction from 2016 to date by 
locations

TABLE 1

Yields and capital values by sector*, Q1/2018
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Investor sentiment
Given its market transparency, high 
liquidity, and comparative ease of 
management, office properties are 
still the most sought-after asset type 
for investors. However, rents for 
offices are forecasted to decrease 
because of the large amount of 
supply coming to the market, 
especially in decentralized areas. 
Therefore, properties in core areas 
are attracting more investment 
attention as they are considered to 
be more insulated from downward 
rental pressure than those in 
decentralized areas.

Business parks are drawing a lot of 
investment interest because of the 
growing rental projection, which is 
driven by demand from R&D and 
tech companies, and higher yields. 

Capital is still chasing the co-working 
market. Beijing-based UCommune 
raised RMB300 million from a trio of 
mainland investment firms in series C 
funding. Another Chinese co-working 
start up, Kr Space, has completed a 
new RMB600 million financing round 
to accelerate its expansion in China’s 
top-tier cities. Meanwhile, traditional 
developers are also cooperating 
with co-working operators to 
diversify their products. For example, 
UCommune is cooperating with 
Vanke to incorporate co-working 
spaces into Vanke’s office projects. 
The co-working industry is also 
experiencing a consolidation trend as 
competition grows fiercer. WeWork 
acquired Shanghai-based naked Hub 
for a reported $400 million. Naked 
Hub, backed by Gaw Capital, is 
operating 23 flexible office centres in 
first-tier cities in mainland China.

Deals
Three key deals were concluded in 
the office market in Q1, including:

• LaSalle Investment purchased 
Shanghai International Plaza 
(formerly Shanghai Capital Plaza) 
from Alpha Investment for RMB2.4 
billion. The property had been traded 
twice in recent years. ARA purchased 
it for RMB1.16 billion in 2011 and 
then Alpha Investment purchased 
it for RMB1.55 billion in 2014. The 
asset has achieved a total capital 

growth of 108% within the past 
seven years.

• World Union acquired City of Elite 
L6 & L8 from Real Power Capital 
for RMB512 million. The project is 
located in Jinqiao, one of the most 
popular business parks and has 
a total GFA of 24,800 sq m. Both 
buildings have five floors.

• BOCGI purchased a 49% stake 
in Vi-hub from Vanke for RMB900 
million. Vi-hub is an office park 
located in the Jinqiao development 
zone, comprising eight blocks with a 
total GFA of 79,880 sq m. 

Retail market
Market fundamentals
No new supply opened in the first 
quarter of 2018. Overall vacancy 
rates increased 0.1 of a ppt to 6.5%. 
Overall first floor rent increased 0.3% 
QoQ to RMB27.8 per sq m per day. 
Pudong recorded an increase of 
0.7% QoQ, 0.5 ppt higher than Puxi, 
but still 30% lower than the average 
level of Puxi.

Growing investment in the online-
to-offline (O2O) field is expected to 
further stimulate both leasing and 
consumer demand. Pudong vacancy 
rates are expected to increase by 2.0 
to 3.0 ppts by the end of 2018 as a 
result of new supply in the second 
quarter.

Investor sentiment
The retail market enjoyed a recent 
pick-up in sales together with growth 
in income and consumption levels. 
Investors with ample experience 
in managing shopping malls are 
still interested in retail investment 
projects, as retail properties face less 
competition from domestic capital. 
The challenge is the lack of suitable 
properties. 

Deals
One retail project was transacted 
in this quarter. C&D International 
Investment purchased Amanda 
Plaza (芳汇广场) for RMB595 million. 
Amanda Plaza is the retail portion of 
Yueda International Building located 
in Changshou Road and has five 
floors and a total retail GFA of 17,415 
sq m.

Hotel market
Market fundamentals
The hotel market in first-and second-
tier cities remains one of the most 
challenging real estate sectors in 
China. Shanghai’s five-star market 
ended December with Average Daily 
Rates (ADRs) of RMB910 and an 
average occupancy rate of 65.9%, 
while four-star hotels achieved 
Average Daily Rates (ADRs) of 
RMB514 and an average occupancy 
rate of 62.4%. The revenue per 
available room (RevPar) increased 
slightly by 3.8% YoY for five-star 
hotels but remained flat in four-star 
hotels. The market saw a surge in 
mid-end and boutique hotels that 
provide unique experiences, such as 
the Muji hotel which targets leisure 
and family travellers.

Investor sentiment
Interest in purchasing hotels located 
in core areas for the purpose 
of converting them into other 
asset classes - mostly for-leasing 
apartments - still remains the main 
purpose for purchasing hotels in 
China. Meanwhile, some domestic 
developers are seeking opportunities 
to rebrand and revitalise hotel 
portfolios.

Deals
There was no single-asset hotel 
transaction in this quarter. However, 
Ascott divested a portfolio of two 
hotels including Citadines Biyun 
Shanghai (located in Pudong with 
180 units) and Citadines Gaoxin Xi’an 
to YanGo Capital for RMB980 million. 

Residential market
Market fundamentals
New commodity residential supply 
rebounded by 135.9% in Q1/2018 to 
670,000 sq m. First-hand commodity 
residential transaction volumes 
increased slightly by 1.4% totalling 
only 1.2 million sq m, down 20.1% 
YoY. Average transaction prices fell 
by 9.6% QoQ to RMB44,200 per sq 
m, also down 6.8% YoY.

High-end residential rents including 
serviced apartments, strata-title and 
villas increased 1.9% in Q1/2018 
to an average of RMB199 per sq m 
per month, up 3.1% YoY. Average 
vacancy rates for the city increased 
1.9 ppts QoQ to 15.3%.
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Investor sentiment
Although investors remain interested 
in serviced apartment properties, 
there remains a limited number of 
opportunities available for en-
bloc sales. Investor interest in the 
long-term rental apartment market 
continued in Q1/2018 on the back of 
the government’s sustained support 
for the sector’s development. 

Deals
There was one residential deal in 
this quarter. Nova acquired One 
Sino Park from Sunac for RMB909 
million. One Sino Park is a serviced 
apartment building expected to be 
completed in 2018.

Meanwhile, the market saw some 
cooperation among developers and 
investors to grow the sector. Ping An 
Real Estate partnered with Landsea 
Green Properties to set up a US$1.5 
billion fund to invest in long-term 
rental apartment projects in first-tier 
cities as well as second-tier cities 
such as Nanjing and Hangzhou.

Industrial market
Market fundamentals
The rapid growth of e-commerce 
combined with tight supply in first 
and second-tier cities continues to 
draw investors to logistics assets. 
Rising demand, together with 
the lack of supply, has resulted 
in increased rents for logistics 
properties. 

Shanghai has been striving 
to develop into an advanced 
manufacturing centre in response 
to the government’s Made in China 
2025 initiative. Demand is on the 
rise for manufacturing centres that 
combine multiple functions under 
one roof, such as manufacturing, 
R&D and logistics.

Data centres have experienced a 
surge in demand as China continues 
to be one of the world’s leading 
countries for new technology 
development; this trend follows 
the new cyber security regulations 
requiring companies to store all 
Chinese customer’s data within 
China. The strong underlying 
fundamentals of data centres - higher 
yields and typically longer lease 
terms - are motivating asset owners 

to redevelop existing properties into 
data centres.

Investor sentiment
The market is dominated by a 
handful of players, such as GLP and 
Warburg Pincus, who are responsible 
for most investment deals. These 
players typically look for acquisitions 
of individual assets and development 
sites or opportunities for platform 
equity injections. Properties located 
in the satellite cities of Shanghai 
are very popular among investors. 
Overall, the market saw sustained 
foreign demand as well as domestic 
institutional investors’ growing 
appetite for high-quality core logistics 
assets.

Deals
China Everbright Limited acquired a 
portfolio of seven Chinese logistics 
assets from Australian industrial 
developer Goodman Group. The 
properties have a total leasable area 
of over 320,000 sq m and are spread 
across Kunshan, Jiaxing, Wuxi, 
Qingdao, Xi’an and Shenyang.

Land market1 
Total land sale consideration reached 
RMB22.6 billion in Q1/2018, up 
43% YoY. Commodity residential2 
and commercial sectors accounted 
for 12% and 82% of total sales in 
Q1/2018. Commercial and residential 
accommodation values (AVs) 
1 Land sales exclude public and economic housing
2 Residential excludes public housing

averaged RMB9,015 per sq m and 
RMB5,662 per sq m, respectively. 
All land plots for residential were for-
lease in this quarter.

For-leasing residential land supply 
recorded a decrease in Q1/2018 
with 10 land plots sold for a total 
consideration of RMB2.7 billion, 
down 61% QoQ at an AV average at 
RMB5,662 per sq m, down by 15% 
QoQ respectively. Five plots were 
located in core areas such as Xuhui 
and Jing’an and achieved an AV 
average at RMB7,966 per sq m.

Market news
Swire plans its second project in 
Qiantan, Shanghai
Swire Properties acquired a 50% 
stake in Qiantan Land Plot from 
Shanghai New Bund for RMB1.35 
billion. Shanghai New Bund retained 
the other 50% stake. Swire intends 
to develop the land site as its second 
project in Shanghai after HKRI Taikoo 
Hui and its sixth project in mainland 
China. The new project is expected 
to include a total GFA of about 
116,000 sq m. The Qiantan area is 
forecast to become an integrated 
commercial, residential and cultural 
hub with new projects in the works 
from international developers 
including Qiantan Landmark Plaza 
by Hongkong Land, Qiantan Tai Koo 
Li by Swire Properties, Crystal Plaza 
by Tishman Speyer and Shangri-La 
Hotel by Shangri-La Hotel. 
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Source: Savills Research
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TABLE 2

Key investment deals, Q1/2018

Amanda Plaza
芳汇广场

50% of Qiantan Land Plot
前滩地块50%股权

      Shanghai International Plaza
上海国际大厦

Location 1118 Changshou Road, Putuo Qiantan, Pudong 1318 North Sichuan Road, Hongkou

Date Q1/2018 Q1/2018 Q1/2018

Property type Retail Development site Office

Transacted price (RMB mil) 595 1,350 2,421

Sellable GFA (sq m) 17,415 116,000 (buildable GFA) 56,298

Seller Han’s Holdings Group Shanghai New Bund Alpha Investment

Purchaser C&D International Investment Swire Properties LaSalle Investment

Deal Structure Onshore equity Offshore equity Offshore equity

L6&L8, City of Elite
金领之都L6&L8

49% of Vi-Hub
万创中心49%股权

One Sino Park
滨江壹号院

Location 1888 New Jinqiao Road, Pudong 200 Jinsu Road, Pudong South Zhongshan Road， Huangpu

Date Q1/2018 Q1/2018 Q1/2018

Property type Office Park Office park Serviced apartment

Transacted price (RMB mil) 512 900 909

Sellable GFA (sq m) 24,839 79,880 19,753

Seller Real Power Capital Vanke Sunac

Purchaser World Union BOCGI Nova

Deal Structure Onshore equity Offshore equity Onshore equity
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TABLE 3

Key for-leasing land deals, Q1/2018

Source: Savills Research                                                                                                                                                                                       

Plot District Use
GFA

(sq m)
Consideration
(RMB million)

AV
(RMB per sq m)

Buyer

Kangjian Xincunn5-03 Xuhui For-lease 35,291.20 302 8,557 Bright Food Group

Shibei Hi-tech 
n070501/22-01

Jing'an For-lease 72,346.70 617 8,534 Shibei Hi-tech

Shibei Hi-tech 
n070501/15-02

Jing'an For-lease 58,369.80 469 8,029 Shibei Hi-tech

Shibei Hi-tech 
n070501/02-16-a

Jing'an For-lease 21,752.10 163 7,485 Shibei Hi-tech

Zhongshan Jiedao Songjiang For lease  112,848.50 401 3,550 CSC  Dongfu Group

China keeps tightening financing in 
its property sector
China’s banking regulator has 
instructed banks in Shanghai to 
increase their scrutiny of loans 
for mergers and acquisitions to 
ensure that funds are not being 
used to buy land. CBRC’s Shanghai 
branch reiterated that banks are not 
allowed to provide M&A loans for 
the purchase of companies whose 
only assets are land holdings. In 
addition, banks are prohibited from 
providing loans in any form to land 

projects where permission to start 
construction has not been received, 
or where land-acquisition fees have 
not been fully paid.

Outlook 
Commercial property yields could 
experience upward pressure in the 
second half of the year as investors 
find it increasingly difficult to get 
access to financing. In addition, 
market fundamentals are expected 
to weaken because of the large 
amount of future supply, especially in 

decentralized areas, which will drive 
investors to be more conservative.

Chinese commercial banks are under 
pressure from the government to 
deal with rising numbers of non-
performing loans (NPLs). As many 
of these loans are secured against 
physical assets, investors are eyeing 
opportunities to work with banks to 
process these assets.  
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