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Office leasing demand recovers slightly
Tenant adjustment needs dominate market demand.
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“ The downward rental cycle 
further expanded upgrade 
demand while net absorption 
rose slightly on a quarterly 
basis. However, it is expected 
that the rising pipeline in 
Q4/2019 will increase 
destocking pressure on 
landlords.”  
JAMES MACDONALD, SAVILLS RESEARCH

•  In Q3/2019, there was no new supply in the market, with total 
stock remaining at 1.85 million sq m.

•  The citywide net absorption was nearly 25,000 sq m, a slight 
increase from last quarter, but still a 78.9% decline year-on-
year (YoY). The average vacancy rate fell by 1.3 percentage 
points (ppts) quarter-on-quarter (QoQ) to 32.8%, driven by 
the slowdown in new supply and the rebound in demand.

•  Traditional finance was the top leasing demand driver, 
accounting for 32.6% of new leasing area in the overall 
market. The information technology and real estate sectors 
also provided significant demand, contributing 16.5% and 
8.5% respectively.

•  Wuhan CBD is becoming a more popular leasing location 
while tenants are still showing a strong interest in projects 
with mature transportation connections and facilities. 
For instance, the areas of Jiangshe Avenue and Zhongnan 
Zhongbei Road saw solid performances.

•  Due to destocking pressure and the future supply pipeline, 
some landlords continued to lower their rental expectations. 
By quarter-end, the overall rental index had declined by 0.5% 

QoQ, and the citywide average rent fell to RMB117.1 per sq m 
per month.

•  More than 200,000 sq m of new supply is anticipated for 
delivery in Q4/2019. Among the project launches, Bright Life 
Centre will be the first Grade A property in Hanyang.
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MARKET OVERVIEW
By the end of June 2019, Wuhan’s GDP had 
reached a total of RMB747.9 billion with an 8.1% 
YoY growth. The growth rate was faster than the 
national level and provincial level by 1.8 and 0.1 
ppts, respectively. The added value of the tertiary 
industry reached RMB417.4 billion, up 8.5% YoY. 
Investment in fixed assets increased by 10.9% 
YoY, and investment in real estate development 
increased by 8.8% YoY. The real estate investment 
growth rate increased by 2.5 ppts YoY. 

SUPPLY AND DEMAND
In Q3/2019, there was no new supply in the 
market, keeping stock at 1.85 million sq m. 

Traditional finance was the strongest demand 
driver for new leases, occupying 32.6% of total 
new leasing area. Information technology and 
real estate also generated significant demand, 
contributing 16.5% and 8.5%, respectively. 

Economic uncertainty has made tenants more 
sensitive to cost. Destocking pressure forced 
some landlords to lower rent expectations to 
improve occupancy rates. In terms of location 
preference, Wuhan CBD became one of the 
preferred submarkets. Meanwhile, tenants still 
showed a strong interest in the projects with good 
transportation connections and mature facilities. 
For instance, Jiangshe Avenue and Zhongnan 
Zhongbei Road both saw good performances 
during the quarter. 

In terms of capital sources, domestic 
enterprises accounted for over 90% of new leases. 
The downward movement on rents released 
demand for upgrading, and this type of demand 
accounted for 41.4% of total new leases. However, 
with economic uncertainty and many enterprises 
trying to save costs, some companies postponed 
their relocation plans. In Q3/2019, relocation 
demand comprised only 6.4% of the total new 
leasing area. 

RENTS AND VACANCY RATES=
Total citywide net absorption was nearly 25,000 
sq m, while leasing demand rose slightly from 

last quarter, though still lower than the same 
period last year, recording a 78.9% YoY decline. 
The average vacancy rate fell by 1.3 ppts QoQ 
to 32.8%, driven by a lack of new supply and 
rebounding demand. The rental indices declined 
by 0.5% QoQ and the citywide average rent 
dropped to RMB117.1 per sq m per month.

For some ageing projects in the Hangkong 
Road area, landlords lowered their rental 
expectations causing the rental index for the area 
to drop by 1.3% QoQ. With K11 expected to be 
delivered to the market in Q4/2019, the area may 
experience relocation and upgrading demand for 
tenants.

Since H2/2017, several new projects have been 
launched in Wuhan CBD. The subsequent leasing 
pressure on landlords has led to a reduction in 
rents. In Q3/2019, the rental indices fell by 1.2% 
QoQ, and the vacancy rate dropped 7.2 ppts 
QoQ, which was the biggest decline among sub-
markets.

Supported by a new set-up and upgrading 
demands from startups, leasing activity in Optics 
Valley remained active, though some companies 
had to downsize or withdraw due to financial 
issues. By quarter-end, the vacancy rate rose by 
3.8 ppts QoQ.

MARKET OUTLOOK
Looking to Q4/2019, K11, Shangri-La Phase 2 
Office Building, WHICC (Tower A) and Bright 
Life Centre will all enter the market. The new 
supply of Grade A office space is expected to 
reach more than 200,000 sq m. Among these 
launches, Bright Life Centre will be the first 
Grade A project in Hanyang, and should boost 
overall office quality in the region and help to 
release upgrade demand.

Some enterprises are expected to postpone 
their leasing plans due to the coming end of 
the year. New supply is expected to push up 
the overall vacancy rate, and the competition 
between new supply and existing projects will 
become increasingly fierce.

Source  Savills Research

GRAPH 1: Grade A Office Supply, Take-Up And 
Vacancy Rates, 2014 to Q3/2019
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GRAPH 2: Submarket Rental Indices, Q4/2014 to 
Q3/2019

Source  Savills Research

0%

10%

20%

30%

40%

50%

60%

70%

80%

Q
4 Q
1

Q
2

Q
3

Q
4 Q
1

Q
2

Q
3

Q
4 Q
1

Q
2

Q
3

Q
4 Q
1

Q
2

Q
3

Q
4 Q
1

Q
2

Q
3

2014 2015 2016 2017 2018 2019

City-wide Jianshe Avenue
Hangkong Road Zhongnan-Zhongbei Road
Hankou Riverside Wuchang Riverside
Wuhan CBD Optics Valley

Source  Savills Research

GRAPH 3: Submarket Vacancy Rates, Q4/2014 to 
Q3/2019
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TENANT INDUSTRY PROJECT
BUSINESS 

AREA

GROSS FLOOR 
AREA
(SQ M)

China Life Finance Greatwall 
Complex T1

Zhongnan 
Zhongbei Road 5,000

Aeon Life Finance
Oceanwide 
Incubation 

Center
Wuhan CBD 3,000

Kunlun 
Commercial 

Aircraft 
Corporation

Industrial 
Manufacturing Fairy Land Wuchang 

Riverside 2,000

Grand Joy Real Estate
Ping’an 

Financial 
Center

Hankou 
Riverside 1,200

TABLE 1:Selection Of Leasing Transactions, Q3/2019


