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SUMMARY
The divergence in Pudong and Puxi rents increased as supply expectations encouraged 
landlords to become more flexible on terms. However, the tight supply in Pudong still 
gives landlords the upper hand in negotiations.

 Two new projects were launched 
in Q1/2014, bringing quarterly supply 
to 89,300 sq m and stock to 5.3 
million sq m.

  Net take-up totalled 158,800 
sq m in Q1/2014, largely due to the 
absorption of previously handed over 
projects.

  City-wide vacancy rates fell 1.4 
percentage points (ppts) quarter-on-
quarter (QoQ) to 6.7%. 

  Average rents for the city 
remained unchanged at RMB8.44 
per sq m per day, despite notable 
changes in district rates.

  Four major en-bloc office 
transactions were concluded in the 
first quarter, representing a total 
consideration of RMB7.8 billion.

  Gross reversionary yields fell by 3 
basis points to 5.15% in Q1/2014, as 
fully valued acquisitions by end users 
compressed rates further.

“Despite relatively strong take-
up figures in the first quarter, 
sustained high levels of new 
supply will force up vacancy 
rates through the year and 
compel landlords to remain 
flexible in lease negotiations.”                             
James Macdonald, Savills Research

Image: Corporate Avenue 5, Huangpu  district
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Market commentary
The city-wide office market remained 
surprisingly stable in the first quarter. 
The market received only two new 
projects adding 89,300 sq m to the 
market. Nevertheless, significant new 
supply is still scheduled to enter the 
market during the remainder of this 
year.

Net take-up in the first quarter was 
relatively high. The majority of take-up 
was accounted for by strong pre-
commitment levels in the projects 
handed over in Q1/2014 (some space 
also being for self use) as well as 
significant leasing activity in projects 
handed over towards the tail end of 
2013. 

The combination of less than expected 
supply and strong demand resulted in 
a decrease in city-wide vacancy rates. 
There still persists a big gap between 
vacancy rates in Pudong and Puxi, 
with this translating to rental changes. 
In the first quarter, Puxi landlords 
reduced rates while the peers across 
the river continued to apply further 
rental increases.

China’s economy continued to slow 
in the first quarter, with GDP growth 
falling to 7.4% from 7.7% in Q4/2013, 
representing the slowest GDP growth 
in a year and a half. Despite economic 
concerns, some multinational 
corporations (MNCs) remain upbeat on 
mid- to long-term business prospects, 
given the positive direction the central 
government is taking on economic 
reforms and liberalisation. This 
confidence is being seen in expansion 
plans and strong net take-up figures.

Grade A office rents remained 
unchanged in Q1/2014 at an average 
of RMB8.44 per sq m per day, a pause 
from the past two quarters’ decline. 
The flat rents in the overall market 
disguise the divergence in rental trends 
between Pudong and Puxi.

The prime Pudong market continues 
to witness rental increases, up 1.4% 
QoQ, whereas prime Puxi saw the 
largest quarterly fall since Q1/2010, 
dropping 1.8%. Similarly, non-prime 
Pudong rents maintained growth 

momentum, increasing by 2.8% QoQ, 
while rents in the non-prime Puxi 
market fell 0.6%.

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

Market news
Shanghai FTZ 'negative list' may be 
cut by 40% (China Daily, 2014)
Administrators have said that the 
so-called ‘negative list’ for the Free 
Trade Zone (FTZ) may be cut by 40% 
in 2014, meaning more sectors will be 
opened up to investors in the zone. 
Currently, the list includes 190 special 
regulatory measures, covering a broad 
range of activities. While the municipal 
government is eager to push ahead 
with the deregulations, the final 
decision has to be approved by the 
central government, even though a 
cut of industries on the list by 20% 
to 30% would be a dramatic step 
forwards.

According to the Shanghai municipal 
government’s earlier announcement, 
the modifications will mostly likely 
happen in the trade and financial 
sectors. In addition, further 
liberalisation of the service sectors, 
including senior care, architectural 
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GRAPH 1

Grade A office rental indices, Q2/1999–Q1/2014
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GRAPH 2

Grade A office supply, take-up and 
vacancy rate, 2000–Q1/2014
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GRAPH 3

Business district comparison, rent vs 
vacancy rate, Q3/2013 and Q1/2014
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design, accounting and auditing, 
e-commerce and film production, 
are among the priorities for the 
zone this year. The administration 
also plans to lower the threshold for 
overseas investment in emerging 
industries, such as marine engineering 
equipment, aerospace manufacturing 
and new energy.

Development in Lingang area to 
accelerate (China Daily, 2014)
Four major state-owned Pudong 
developers – Shanghai Lujiazui 
Finance and Trade Zone 
Development, Zhangjiang Group, 
Shanghai Jinqiao Group, and 
Shanghai Waigaoqiao Free Trade 
Zone Development – have all reported 
increases in activity, including 
confirming new projects, increasing 
headcount and deepening the 
exploitation of Lingang.

Shanghai Lujiazui plans to invest 
RMB30 billion (US$4.95 billion) in 
Lingang, including the construction 
of Shanghai International Conference 
and Exhibition Centre, a theme park 
and a goods exhibition and trade 
centre. The theme park is expected 
to cover 1 sq km with a total GFA of 
around 500,000 sq m, incorporating a 
botanical garden, a hotel, a duty-free 
store and a retail outlet. The district 
government said that about 10,000 
jobs were set to be created with the 
development of the new theme park. 

Zhangjiang Group has embarked on 
the planning of Lingang’s science and 
technology research centre which 
will cover an area of 1.4 sq km. Plans 
are to create a cluster of creativity-
oriented companies while forming a 
research and development hub.

Shanghai Jinqiao has plans to 
construct the main road running 
across Lingang, from east to west, 
approved by the local government, 
which is expected to be half 
completed by the end of 2014. 

Shanghai Waigaoqiao FTZ will 
study the possibility of setting up an 
imported goods centre, providing 
high-quality and low-price products in 
the Lingang area. It will also promote 
the Lingang brand by hosting out art 
exhibitions, marketing art products 
and building up an art village.

Source: Savills Research

TABLE 1

Selection of leasing transactions, Q1/2014

Tenant Project Location Area leased
(sq m)

Ipsos Westgate Mall Jing’an 5,000

Hanas New Energy IFC Phase 2 Pudong 4,800

Calsonic Maxdo Center Changning 3,000

Asian Biz Shanghai Arch Changning 2,100

Wyeth CITIC Square Jing’an 2,000

Nikon Ruijin Building Huangpu 1,500

Source: Savills Research

TABLE 2

Selected en-bloc transactions, Q1/2014

Property Location
Price 

(RMB million)
Buyer

SOHO Hailun Hongkou 3,055 Financial Street Holdings

SOHO Jing’an Jing’an 2,177 Financial Street Holdings

Calxon Tower Xuhui 1,755 Curafund

The Point Jing‘an Jing’an 850 Mary Kay

Two new projects, Corporate Avenue 
5 in prime Puxi and China Finance 
Information Tower in prime Pudong, 
were launched in the first quarter, 
adding 89,300 sq m to the market 
and bringing total stock to 5.3 million 
sq m. 

Net take-up totalled 156,600 sq m 
in Q1/2014, equivalent to almost 
half of the total take-up of last year. 
Exceeding quarterly supply, the strong 
take-up resulted in city-wide vacancy 
rates falling 1.4 ppts QoQ to 6.8%. 
Although net take-up was relatively 
high, demand was primarily focused 
on projects that had recently entered 
the market and landlords retaining 
space for self use. Demand was 
strongest in the domestic financial 
and energy sectors, while demand 
from MNCs remained weak with many 
companies keeping a tight control on 
their office rental budgets.

City-wide vacancy rates fell 1.4 ppts 
QoQ to 6.8%. Only two districts 
saw an increase in vacancy rates, 
namely Huaihai Road (M) and ‘Little’ 
Lujiazui at 4.5 ppts and 0.1 of a 

ppt respectively, resulting from the 
addition of new projects.

Nanjing Road (W), Changning and 
Pudong others all saw a significant 
drop in vacancy rates of 4.5, 2.2 and 
7.4 ppts respectively, which can be 
attributed to the digestion of projects 
launched towards the end of 2013. 
Rents in most Puxi districts fell in 
Q1/2104, with the Puxi market falling 
an average of 1.1% due to increased 
competition between landlords, while 
rents in Pudong districts increased by 
2.4% mainly due to strong demand in 
new projects.

‘Little’ Lujiazui continues to be the 
most competitive market due to 
limited available stock, with vacancy 
rates at just 1.1% (around 19,000 sq 
m), and sustained demand, while the 
rest of Pudong is also benefiting from 
spillover demand. Lujiazui recorded 
30,000 sq m of net take-up in 
Q1/2014, while demand in non-prime 
Pudong equated to 51,000 sq m, 
pushing vacancy rates down 7.4 ppts.
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TABLE 3

First-hand strata-title building activity, Q1/2014

Project District
Transacted GFA 

(sq m)
Average price

 (RMB per sq m)

Greenland North Bund
绿地北外滩中心 Hongkou 1,469 55,421

Greenland Hui Zhong Xin
绿地汇中心 Xuhui 6,373 52,635

Chang Cheng Building
长城大厦 Putuo 1,458 36,491

Suning Regency Plaza
苏宁天御国际广场 Xuhui 1,511 34,623

Vanke 11
虹桥万科润园
（17-04南）

Minhang 4,277 33,587

Investment market
After a very active final quarter in 
2013, the Shanghai office investment 
market quietened in Q1/2014 with 
only four significant en-bloc deals 
concluded, representing a total 
consideration of RMB7.8 billion.

Domestic investors continue to remain 
the driving force behind demand 
in the office investment market, 
whereas international investors remain 
cautious due to increased currency 
risk, low yields and weaker market 
fundamentals. Some investors have 
turned to the business and logistics 
park markets in search of higher 
yields and a better growth story.

Capital values remained stable as 
rents and yields (at just above 5% on 
a gross reversionary basis) levelled 
off.

The largest deal in the first quarter 
was concluded by Financial Street 
Holdings, which purchased SOHO 
Hailun Plaza in Hongkou district for 
RMB3.055 billion. Financial Street 
Holdings also acquired SOHO Jing’an 
project in Caojiadu, Jing’an district for 
RMB2.177 billion. Both projects are 
expected to be completed in 2015.

Calxon Tower, a 35,000-sq m newly 
built office in Xuhui district, was 
purchased in January by Curafund, a 
local real estate private equity fund. 
The deal was an asset purchase.

Mary Kay purchased The Point 
Jing’an in February from a joint 
venture of CFSG, Nanyang Holdings 
and Van Shung Chong. The building is 
expected to be for self use. The total 
consideration was RMB850 million.

Additionally, there were two hotel 
acquisitions in which the purchasers 
have indicated their intention to 
convert the properties into office 
space by year’s end. Baohua Group 
purchased the JC Mandarin Hotel 
on Nanjing Road (W) for RMB2,118 
million, while Yang Guang Xin Ye 
purchased the Galaxy Hotel on 
Zhongshan Road (W) for RMB1,262 
million. 

The strata-title market was quiet in the 
first quarter due to limited supply and 
weak demand, with only 171,000 sq 
m transacted compared with 538,200 
sq m last quarter. It is still self-use 
demand which drives the market 

forwards. Given the rock-bottom 
yields currently being generated by 
strata-title deals and the increasing 
difficulty in obtaining financing, these 
types of purchases will tend to be 
exclusively by cashed-up 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 costs rises from rental 
increases.

Market outlook
Six new projects are expected to be 
delivered into the core market in the 
remainder of 2014, representing total 
new supply of 478,000 sq m. Of the 
six new projects, four are scheduled to 
complete in Q2/2014, 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 Lujiazui Century 
Financial Plaza (220,000 sq m). The 
scale of the project, location and high 
specifications as well as developer 
background should mean the project 
is well received by the market, and 
should help to satisfy some of the 
pent-up demand in the market.

In addition to the new supply in core 
areas, there is a significant amount 
of decentralised supply scheduled 
to enter the market, increasing 
competition between landlords, 
especially in Puxi, where most of 
the decentralised supply is located. 
The Hongqiao Transportation Hub is 
expected to receive its first new supply 
with the completion of the first phase 
of The Hub by Shui On, as well as 

some space from the Sincere Centre 
and Green Valley projects. Of the 12 
decentralised projects scheduled to be 
completed this year, only one of them 
is in Pudong, accounting for just 9% 
of GFA.

Despite slower economic growth, 
reforms and incentives could help to 
stimulate demand in the office market. 
State-owned enterprises (SOEs) 
are likely to lose more market share 
to private companies as financing 
channels open with the emergence of 
private banks in China. At the same 
time, the opening up of industries, 
such as the telecoms sector, to 
overseas competition in the FTZ 
will increase domestic companies’ 
competitiveness, and stimulate 
innovation in business models and 
growth strategies.

With regards to the investment market, 
yields are expected to remain stable 
going forwards, as high financing costs 
and slower growth influence investor 
decisions. Sustained activity is likely 
to be seen from domestic buyers, 
acquiring for longer term holds and 
wealth preservation.

Additionally, the March 2010 
announcements that major SOEs 
whose core business was not real 
estate would have to quit the real 
estate market, has started to bear fruit. 
It was recently reported that as of 27 
March, 75 SOEs had put real estate 
up for sale amounting to more than 
RMB10 billion. The government’s goal 
is primarily to refocus SOEs attention 
on their core business roles. However, 
this has and will continue to create 
opportunities for savvy investors. 
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Future project
The Bund Finance Centre Phase 1 (south plot)

Located on Renmin Road in the South 
Bund area and facing directly towards 
Huangpu River, the first phase of Bund 
Finance Centre (BFC) consists of three 
office blocks, including approximately 
28,000 sq m of Grade A office space 
alongside retail space and a hotel. The 
project, developed by Fosun Group, is 
expected to be handed over to the market 
in Q4/2014.

BFC is within a 15-minutes walk of 
Yuyuan Metro Station (line 9 and future 
line 14). It is also within easy access of 
Renmin Road Tunnel.

The three independent blocks have 
floorplates ranging from 1,100 to 1,300 
sq m and whole-floor efficiency rates 
of around 70%. The buildings have 150 
mm raised floors along with clear ceiling 
heights of 3 m.

Asking rents and management fees have 
yet to be determined.

Location Renmin Road, Huangpu district

Developer Fosun Group

Handover date Q4/2014

Office GFA 25,000 sq m

No. of storeys 10 (Block N1); 10 (Block N2); 4 
(Block N4)

Typical floorplate 1,100 sq m (N1); 1,150 sq m (N2); 
1,300 sq m (N4)

Whole-floor 
efficiency 70%

Clear ceiling height 3.0 m

Raised floor 150 mm

Passenger lifts N1: 2, N2: 3, N4: 2

Car parking spaces 1,589 (Phases 1 and 2)

Starting asking 
rent TBC

Management fee TBC

TABLE 4
The Bund Finance Centre Phase 1 (south plot)

Source: Savills Research
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